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THE FEDERAL TRADE COMMISSION 
A CRITICAL SURVEY 


SUMMARY 


I. Genesis of Federal Trade Commission law, 562. — II. Value of 
investigations made by Economic Division, 566. — Proceedings in- 
stituted by Legal Division mainly for protection of customers, rather 
than competitors, 568. — Regulative policies unsoundly drawn in three 
directions, 571. — Principal criticism is of failure of Commission to de- 
fine limits of its corrective responsibility, 574. — Accomplishments of 
Commission as an advisory and consultative body, 578. — Significance 
of recent changes in rules of procedure, 579. — III. How inflexibility 
and lack of dispatch in administrative procedure may be overcome, 580. 
— Some suggestions toward substantive amendment of Clayton and 
Federal Trade Commission Acts, 584. 


A DECADE has now passed since the establishment of 
the Federal Trade Commission. If experientia docet, it 
would seem that some profit might be drawn from an 
analysis of the accomplishments of administrative regu- 
lation of business over this period. The time appears 
to be opportune for such a study, moreover, inasmuch as 
the Commission has lately been the scene of intense in- 
ternal conflict ! and the target of spirited attack from 

1. With the appointment of Commissioner Humphrey to succeed 
Commissioner Gaskill in February, 1925, there came a definite split 
in the Commission. Mr. Nugent and Mr. Thompson represent a per- 


sistent dissenting minority. See Annual Report, Federal Trade Com- 
mission, June 30, 1925, particularly pp. 111, 116, 199-201. 


561 











562 QUARTERLY JOURNAL OF ECONOMICS 


certain Congressional leaders.? Since an intelligible 
discussion of the record of the Commission cannot be 
had apart from a comprehension of the objects for 
which it was established, and would be pointless in the 
absence of some consideration of the significance of its 
experience for the future, it is proposed to discuss the 
Federal Trade Commission under three primary heads. 
These are: its origin, its record, and its prospects. 
One avowal I would make at the outset. The point 
of view will be that of the economist rather than of the 
political scientist. If one is not interested in the Federal 
Trade Commission as an institutional development in 
the modification of traditional industrial organization, 
that is, forms of industrial control, there will be found 
little occasion for reading this paper. That the Com- 
mission also represents an institutional development in 
political government could not be denied. Making no 
pretensions, however, to a knowledge of such matters 
as the interests and standards involved in the selection 
of executive appointees, or as the forces determining 
the relations of administrative commissions to legisla- 
tive bodies creating and sustaining them, the writer 
will have to leave aside that aspect of the subject. 


I 


From the economic point of view, then, whence sprang 
the movement for the establishment of administrative 
regulation of business by the federal government? It 
appears to have had two main sources: one was dis- 
satisfaction with the anti-trust policy of the Sherman 
Act; the other was a more nebulous but perhaps even 

2. Numerous public statements from Congressmen condemning the 
recent policies of the Commission have appeared from time to time in 
the press during the past year. Several bills in the last Congress also 


reflect this point of view. See, for example, H. R. 716 and H. R. 11739, 
68th Cong. 2d Sess. 
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more deep-seated conviction that trade was too loosely 
conducted, in disregard of the interests of consumers; 
that competitive self-interest, even where trade rivalry 
was keen, did not always lead to public service; and 
that there was consequently need of vigilant and vigor- 
ous regulation of business methods by the government. 
In other words, there was a revival, particularly after 
the Standard Oil and American Tobacco decisions in 
1911, of interest in the trust problem and a wide public 
demand for the amendment of anti-trust policy; and 
at the same time there appears to have been an awaken- 
ing to the fact that competition itself was not as bene- 
ficent a regulator of trade as it had been generally sup- 
posed to be. 

As to the first source, it alone, on the surface, might 
appear to furnish a sufficient explanation of the origin 
of the Federal Trade Commission. The fact that the 
movement for the amendment of the Sherman Act was 
composed of elements facing in diametrically opposite 
directions, however, inclines one to the view that the 
forces looking to public protection against all business, 
both large and small, competitive as well as monopolis- 
tic, were indispensable to the successful carrying 
through of any program for the modification of anti- 
trust policy. The most insistent and vociferous de- 
mand for amending the Sherman Act undoubtedly came 
from those who desired a more rigorous, not to say ruth- 
less, repression of large-scale combinations. The most 
excited group espousing this demand were the ear-to- 
the-ground politicians who discerned in the painless- 
extraction operations of the Supreme Court dentists in 
1911 an issue capable of being skillfully capitalized. 
But there were plenty of sober advocates of new legis- 
lation, who discerned more basic shortcomings in the 
Sherman Act policy. They perceived the inadequacy 
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of the purely legal or judicial approach to business regu- 
lation. The stereotyped rules of statutes and of judicial 
doctrines seemed to them always a “lap behind”’ busi- 
ness developments. They were also impressed with 
the need for preventive as well as punitive measures. 
It was evident that the penalties, even in cases where 
the prohibitions of the Sherman Act were applicable, 
often came too late. ‘‘The eggs could not be un- 
scrambled.” Moreover, the Standard Oil and American 
Tobacco cases, in particular, had opened the eyes of 
small business men and the public generally to the 
efficacy of unfair and predatory tactics employed by 
far-flung combinations against isolated rivals. Even 
those business men who had never experienced the 
pressure of such trade warfare, and many of whom, 
such as retail merchants, were not likely to experience 
it, now became fearsome. Finally, there were those 
who, without being unduly suspicious of the Supreme 
Court, regarded the discretion opened to it under the 
Rule of Reason as entirely too broad. They were un- 
willing to sanction so bold an extension of judicial 
legislation. They proposed to define in the statutes 
what constituted an unreasonable restraint of trade. 
Opposed to this general view of what was required by 
way of amendment of anti-trust policy was an influen- 
tial section of the business world, which wanted a more 
flexible and tolerant interpretation of the law. Alarmed 
by the ominous language of Justice Harlan in the 
Northern Securities Case, large-scale industrialists like 
Mr. George W. Perkins and Mr. Elbert H. Gary initiated 
a movement for a consultative and advisory body which 
should have power to inform business men in advance 
as to the legitimacy of contemplated acts or proposed 
policies. is movement was sponsored by President 
RooseveltJand during his second term he twice ad- 
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dressed messages to Congress urging such a modifica- 
tion of the Sherman Act.’ Naturally there were many 
large business interests supporting this program; and, 
as well, a not inconsiderable following developed among 
the outside public. There was a feeling in many 
quarters that too much emphasis in government policy 
had been placed on repression, and not enough em- 
phasis on guidance. 

Finally, the third source of discontent with existing 
policy was the growing conviction that the trouble was 
not all with the “trusts.” Business, in general, was 
thought to be playing fast and loose with the commun- 
ity, the consumers getting the worst of the bargain, 
however the producers chanced to be organized. The 
old policy appeared to be designed too much for the 
protection of competitors, actual and potential, and 
not enough for the protection of customers. Idealists 
like Wilson, therefore, proposed to “‘raise the plane of 
competition,” to purify trade in all its reaches, by 
coercive regulation but under elastic standards. They 
aimed to suppress fraud. They wanted to make in- 
dustrial enterprise and commercial relations in every 
field more safe and secure. 

No one of the foregoing programs for a new orienta- 
tion of government policy toward business succeeded 
entirely in bending public policy toward its particular 
goal. All influenced the direction of change, however. 
In respect both to substance and to method, the legis- 
lation of 1914 must be regarded, when rightly viewed, 
as the resultant of these three tangential forces. ‘‘ Big 
Business,’’ so-called, secured the extension of federal 
regulation to all business units of whatever size or 


3. See H. R. Doc. 1, 60th Cong. Ist Sess., and Cong. Rec., vol. 42, 
pp. 3853-54. The first is his Annual Message of 1907, und the second 
a Speciel Message dated March 25, 1908. 
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power, and also headed off more drastic legislation for 
curbing its own methods by the acceptance of a com- 
mission with somewhat indefinite, but not very men- 
acing, powers. Small-scale competitors were given 
protection by the specific outlawing of certain “‘strong- 
arm” methods of competition, which were particularly 
effective when employed by mergers. The public was 
afforded for the first time legal power to enforce the 
observance of reasonable standards of honesty and fair- 
ness in trade, and an administrative body was created 
with the specific responsibility of defending its inter- 
ests in fair and forthright competition. 


II 


In regard to the operations of the Federal Trade 
Commission during the ten years since it was founded, 
it would be quite impossible to present in a brief article 
even a satisfactory summary of all the work the Com- 
mission has undertaken. In another place,‘ the writer 
has essayed that task, and will confine himself here to 
an exposition simply of a few of the major features, or 
outstanding characteristics, of the administrative record. 
It will be assumed, moreover, that the reader is familiar 
with the general nature, at least, of the statutory pro- 
visions under which the Federal Trade Commission 
operates.® 

Two primary and distinct functions were given the 


4. See Public Regulation of Competitive Practices, published by the 
National Industrial Conference Board, N. Y., 1925. 

5. For convenience in checking the memory, it may be stated that 
the principal sections of the Clayton Act (October 15, 1914) and the 
2 Trade Commission Act (September 25, 1914) in point are as 
follows: 

The Clayton Act prohibits, in Sect. 2, price discrimination; in 
Sect. 3, exclusive dealing arrangements and tying contracts; in Sect. 7, 
intercorporate stockholding; in Sect. 8, interlocking directorates. 

The Federal Trade Commission Act grants, in Sect. 5, power to pre- 
vent unfair methods of competition; in Sect. 6, power to make investi- 
gations. 
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Commission.* These may be described as the investi- 
gational and the administrative functions. The organ- 
ization of the Commission reflects this duality of 
function. There is an Economic Division, attending 
exclusively to the preparation of reports descriptive of 
conditions in various trades and industries, or analyzing 
in general terms the effect of various trade practices, 
types of organization, governmental policies, and the 
like. The other principal branch of the Commission’s 
staff is known as the Legal Division. It conducts, or 
helps the Commission to conduct, the proceedings look- 
ing to the suppression of unfair methods of competition. 
The relations between these divisions were never close; 
and they seem to have tended with the passage of time 
to become separated more and more sharply. The in- 
vestigations carried on by the Economic Division are 
not conducted with a view to the discovery of evidence 
which may be the basis of complaints prepared by the 
Legal Division, and there is nothing to indicate that in 
practice the work of either Division supplements that 
of the other. In fact, there appears to be a minimum of 
familiarity with what is going on in one division among 
the staff of the other. The lack of intimate codperation 
between them seems most unfortunate; and a funda- 
mental remedy for this situation will be suggested in 
the third part of this paper. 

The quality of the reports published by the Economic 
Division has been fair. The Division was called upon 
during the war, at the instance of the Food Administra- 
tion and the Fuel Administration, to prepare current- 


6. To these has since been added a third function: the administra- 
tion of the Webb-Pomerene Act, authorizing associations for export 
trade. 40 U.S. Stat. 516 (April 10, 1918). 

During the war the Commission was engaged, under the President’s 
direction, in the performance of a number of special, temporary func- 
tions; among others, licensing under Alien Enemy patents. 
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cost estimates for a number of products. While these 
were of ephemeral interest, they served reasonably well 
as a basis of price control and were probably justified 
by the occasion. The comprehensive investigations of 
the grain trade, the radio industry, and the house-fur- 
nishings industry, to mention only three of the major 
reports which have appeared in the last five years, are 
creditable pieces of work. In comparison with the 
monumental economic reports of its predecessor, the 
Bureau of Corporations, the achievements of the Federal 
Trade Commission in this direction do not show any im- 
provement, however, to say the least. In fact, the 
standard set by the earlier reports on the petroleum 
industry, the tobacco industry, and the lumber industry 
does not appear to have been maintained. There seems 
to have been less effort, on the whole, to get at the 
fundamental facts, and a somewhat greater willingness 
to be content with the narration of trade correspond- 
ence and other secondary evidence. 


The scope of the activities of the Federal Trade Com- 
mission in the discharge of its administrative function 
has been vastly different from what might have been 
anticipated on the basis of the circumstances of its 
origin. Notwithstanding the relatively minor rdéle 
taken by the advocates of governmental protection to 
consumers against the over-reaching tactics of business 
concerns, it is toward this goal that the majority of the 
proceedings it has instituted have aimed. Out of a 
total of 1318 complaints issued and released prior to 
June 30, 1925, at least 773, or 59 per cent, charged mis- 
representation in some form, commercial bribery, or 
conduct of lotteries.’ All of these offenses involve de- 

7. See Public Regulation of Competitive Practices, p. 244; and An- 


nual Report of the Federal Trade Commission, 1925, pp. 179--187, 218- 
221, and 242-257. 
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ception, and the proceedings look primarily to the en- 
forcement of reasonable standards of fair dealing in 
transactions with customers. Only indirectly does ac- 
tion in these cases afford protection to competitors, by 
tending to confine sales to a basis of merit. It is ap- 
parent, thus, that in the development of Commission 
regulation the problem of monopoly has taken a minor 
place in the administrative program. Not only that: 
it seems to be tending to recede further and further 
from the focal point of the Commission’s perspective. 
In 1925, for example, the percentage of cases directed 
primarily to the protection of customers against decep- 
tive trade practices constituted 70 per cent of the whole 
number of complaints issued, as against the average of 
59 per cent for the preceding decade.*® 

Even this is not the whole story. The remaining 
complaints, some 500 in number, are of two principal 
types: those in which the gist of the charge is interfer- 
ence with the trade interests of competitors, and the 
conspiracy cases. Roughly, these divide half and half.® 
But in neither group of cases are the instances in which 
the respondents have even a semblance of monopolistic 
power numerically conspicuous. In both types of cases 
the proceedings which look to the protection of large- 
scale concerns far outnumber those aiming at the pro- 
tection of obscure competitors against the predatory 
tactics of trusts. Allowing the utmost freedom of de- 
finition and the maximum discretion in classification, 
the total number of cases answering the latter descrip- 
tion could not be put in excess of 25. This does not 

8. The reference is to the fiscal year ending June 30, of course. Cf. 
citations in preceding footnote. 

9. Excluding a few miscellaneous cases, the complaints against inter- 
ference with competitors number 267, and those against conspiracies, 
244. It should be observed that this classification is unofficial. Its 


basis and limitations are explained in Public Regulation of Competitive 
Practices, p. 239. 
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mean, however, that the proportion of the administra- 
tive work of the Federal Trade Commission having an 
anti-trust aspect could be put as low as two per cent. 
For all the conspiracy cases involve elements of Sher- 
man Act offenses, and many if not most of them could 
and should have been prosecuted as such. Moreover, 
advancing one’s trade interests negatively, that is, by 
obstructing or interfering with the business of rivals, is 
certainly as unfair for small concerns as for large ones. 
In either case it tends to restrain trade. The surprising 
feature of the record in this respect is only that the ef- 
fectiveness and extent of the employment of such 
methods of competition by isolated, small-scale pro- 
ducers and traders was, prior to 1914, so much under- 
estimated, and their use by monopolistic enterprises so 
much overestimated. 

It might, of course, be argued that the activities of 
the Federal Trade Commission in this direction are not 
an accurate reflection of the actual situation. But I 
think no one familiar with the attitude and policies of 
the Commission over the entire period of its existence 
would allege that it had evinced any bias, any special 
tenderness, for the interests of industrial combinations. 
If there has been any lack of vigilance or soft-hearted- 
ness toward “‘ Big Business,”’ the writer has been unable 
to detect it. It is a generally recognized fact, on the 
other hand, that up to 1925, at least, the Commission’s 
policy was colored by a robust suspicion of large busi- 
ness interests. And even since its reorganization a year 
ago, the Commission does not appear to have pursued a 
course that was more considerate of the trusts especi- 
ally, but rather one more considerate of business in- 
terests generally. It follows that, while administrative 
complaints may not have reached every instance of 
predatory competition, there is no reason to doubt that 
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they have been directed toward different types of busi- 
ness organizations approximately in the proportion in 
which such organizations have indulged in nefarious 
practices calculated to restrain trade. On this basis, 
it is clear that the most frequent and most flagrant 
offenders against the fundamental principle of all anti- 
trust legislation, namely, to assure a ‘‘fair fight in a 
free field,” are not large-scale mergers but transitory 
enterprises of obscure origin. 

The second principal observation I should make 
regarding the administrative record of the Federal 
Trade Commission is that, while in the main the lines 
or directions of attempted regulation have been soundly 
determined, the limits of interference in these several 
directions have not been clearly perceived. Not that 
the selection of types of business practices for regulation 
has been above criticism. It is only that the faults of 
the Commission on this score are not comparable in 
magnitude with its persistent failure to formulate 
principles for the guidance of its regulation of each dif- 
ferent type of trade practice. The number of stupid 
complaints issued has, as a consequence, been need- 
lessly large. 

In only three directions does it appear that the Com- 
mission has erred in the interpretation of the presence 
or absence of administrative responsibility. ' It isa mat- 
ter of commendation, however, that in two of these in- 
stances the Commission on its own initiative revised its 
policy. And it is a matter of good fortune that in the 
other instance the courts intervened and supplied the 


1. This statement is to be interpreted in view of what has been said 
in the preceding paragraph. Thus, while one might agree with the 
courts that in the oil pump cases there was no occasion for administra- 
tive intervention, one may still accept the Commission’s view, in this 
respect, that tying contracts are a method of doing business that has 
potentialities of unfairness and oppression. 
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needed corrective. Significantly, all three related to 
price policies, the most vital and vexatious problem of 
business administration. 

The practice of manufacturers in guaranteeing deal- 
ers against a decline in prices was the object of adminis- 
trative attack for a time; and in the months just pre- 
ceding the collapse of the post-war boom, when the 
practice was most widespread, some eleven complaints 
were issued against the use of this price policy.? Before 
any orders were issued in these cases, however, the 
Commission had come to recognize, what is a fact, that 
there is nothing unfair about the practice. It cer- 
tainly occasions no injury to customers, nor is it pre- 
judicial to the legitimate interests of competitors. If it 
should prove to. result in an uneconomic distribution of 
risks, the mistake will surely be self-correcting; and as 
there is no means by which it can be established in ad- 
vance that the results will be uneconomic, the Com- 
mission was wise in dismissing this entire group of cases. 

The other price policy upon which the Commission 
voluntarily reversed its course was the policy of quoting 
prices to all buyers upon a common basing point, irre- 
spective of the location of productive plants. The 
Commission considered this practice in 1919 upon an 
application for a complaint against the use of the Pitts- 
burgh Plus system in the steel industry.’ After a 
protracted hearing, it concluded that there was nothing 
unfair in the pursuit of this price policy and declined to 
issue a complaint. A year later the case was reopened, 
and the Commission, finally becoming convinced of the 
arbitrary discrimination which such a system inevitably 
imposes upon buyers, in July, 1924, issued an order re- 
quiring the abandonment of this policy by the United 

2. These are listed in Public Regulation of Competitive Practices, 


p. 106. 
3. See Annual Report, F. T. C., 1924, p. 36. 
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States Steel Corporation and its subsidiaries.‘ Of the 
soundness of the Commission’s position in respect to 
this practice there can be no doubt,‘ and it is to be hoped 
active steps will be taken toward its extirpation else- 
where. 

The third direction in which the Commission appears 
to have misjudged its responsibility was in attempting 
to impose minimum price standards upon business. 
Putting it otherwise, the Commission originally re- 
garded price-cutting below cost as an unfair method of 
competition. Fortunately, by the foresight of Con- 
gress, the courts were at hand to correct this adminis- 
trative blunder.’ It is patent that the eventual out- 
come of such an administrative policy must have been 
universal government price-fixing, and the loss of what- 
ever advantages of spontaneity and elasticity are af- 
forded by an economic régime based on private property 
and free enterprise. 

So far as the general directions of regulation are con- 
cerned, therefore, it may be concluded that on the 
whole the policy of the Commission has been developed 
along sound lines. In the future as in the past, more- 
over, judicial scrutiny should provide the necessary 
corrective for any serious overestimate of its powers by 
the Commission. The danger of an unwillingness to 
exert its powers where they are genuinely needed is not 
so readily provided against, and recent developments 
have tended to indicate that this danger is not alto- 

4. See Annual Report, F. T. C., 1924, pp. 36-40. 

5. See, for analysis of its economic characteristics, Public Regulation 
of Competitive Practices, pp. 98-102. 

6. Cf. Sears, Roebuck & Co., 1 F. T. C. Decisions, 163 (1918). 

7. Sears, Roebuck & Co. v. Federal Trade Commission, 258 Fed. 
307 (1919). 

8. Indeed, the courts appear to have been somewhat more than 
vigilant in discharging this responsibility, thus far. Cf. Gregory Haukin, 


Conclusiveness of the Federal Trade Commission’s Findings as to Facts, 
Michigan Law Review, XXIII, 233-272. 
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gether remote. But vigilance can no more be counted 
upon here than elsewhere in the operation of govern- 
mental agencies when there is only apathy or aversion 
evinced toward political affairs among the mass of the 
electorate. 

The more common and more serious failing of the 
Federal Trade Commission, as previously indicated, 
has been in neglecting to formulate the principles de- 
termining the proper limits of intervention in respect to 
the several types of practices subject to its regulation. 
As a consequence of this failure, the Commission, as 
might have been expected, has clearly overstepped the 
bounds of its mandate in not a few instances. Until the 
Commissioners are ready to bring into the light the bases 
of their condemnation of each specific practice against 
which an order is issued, it may be safely predicted that 
the occasional issuance of unfounded complaints will 
not cease. The reason is that the Commission plainly 
does not know its own mind in regard to the essential 
elements of several of the offenses which it has under- 
taken to regulate. It is believed that it would con- 
tribute to a clarification of its policies, for its members 
as well as for outsiders, if the Commission’s rules were 
so modified as to require a statement in the report of 
each case of the reasons leading to the decision, in addi- 
tion to the purely formal conclusions now given.°® 

To illustrate the grounds for this criticism I shall 
refer first to two complaints dealing with a particular 
type of objectionable sales-promotion policy — misrep- 
resentation. In one instance an importer of Swiss 
watches, styling itself the Geneva Watch Company, 
was made a respondent on the charge that its name 


9. This suggestion was made by Mr. Gerard C. Henderson in his 
illuminating study, The Federal Trade Commission, New Haven, 1924, 
pp. 334-336. 
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tended to create the belief in patrons that all its watches 
came from the city of Geneva. Inasmuch as the Com- 
mission found that part of the watches handled came 
from other points in Switzerland, the conclusion was 
reached that the respondent was guilty of misrepresent- 
ing the origin of its goods! If absolute truthfulness is 
the standard of fair trade, then the Commission’s order 
in this case may be justified; tho it should be observed 
that a corporate name does not always, or perhaps even 
usually, signify anything as to the character or source 
of a concern’s products — witness Paris Cafés in 
Omaha. But it is submitted that absolute truthfulness 
is not a proper standard of trade regulation. It is not 
a proper standard, for the reason that it is neither feasi- 
ble to enforce, nor necessary for the protection of cus- 
tomers. A reasonable standard by which to judge the 
fairness of competitive conduct in representing goods 
to customers, or the public, would seem to be whether 
the statements or representations made tend actually 
to deceive a substantial portion of the buyers, and to 
their injury. On this basis, it appears doubtful that 
any considerable section of the American public would 
distinguish between Swiss watches and Geneva watches. 
Moreover, in the absence of a finding that the watches 
imported from other places in Switzerland were in any 
way inferior to or different from those made in Geneva, 
the adequacy of the ground for the Commission’s order 
may well be doubted.’ 

1. The impression should not be gained that there are not abundant 
grounds for many of the complaints and orders issued against the policy 
of misrepresenting the origin of merchandise. In a large group of cases, 
for example, the Commission has attacked the not uncommon practice 
in the tobacco trade of labeling domestic cigars in such a way as to con- 
vey the impression that they were made in Cuba from so-called Havana 
tobacco. This undoubtedly does tend to deceive buyers, cause them 
damage, and prejudice the interests of honest competitors making 
genuine Havana cigars. Other instances might be cited in which climatic 
conditions make the question of geographic origin important. 








576 QUARTERLY JOURNAL OF ECONOMICS 


In another instance, in which the same principles 
would seem to be applicable, a respondent who was 
merely a wholesale dealer was ordered to cease and de- 
sist representing on the printed labels attached to cans 
of varnish sold by him under his own distinctive brands, 
but prepared by others, that the contents were “‘manu- 
factured exclusively by the respondent.’”’ That there 
was a literal falsehood here is unquestionable. But was 
there unfair competition? What difference could it 
make to customers whether the varnish was or was not 
made by the respondent, so long as the latter ‘‘stood 
behind” his brands, and each customer secured every- 
thing he bargained for in respect to the quantity and 
quality of the goods sold? If the Commission under- 
takes to enforce absolute honesty in all representations 
looking to trade promotion, we shall be regaled with the 
discussion of some very nice distinctions, bordering on 
the metaphysical. When is an automobile “‘made by”’ 
an automobile manufacturer? Is it sufficient if he 
paints the assembled parts and attaches his trade-name 
plate? Or must he produce the motor in his own shops? 
Or the steel in his own furnaces? Or the iron ore in 
his own mines? We shall be in need less of trade ex- 
perts than of Thomas Aquinases on the Federal Trade 
Commission for the solution of these gratuitous prob- 
lems. 

One more instance will suffice to show the floundering 
of the Commission when technical and essential consid- 
erations come into conflict in a given field of regulation. 
That exclusive dealer arrangements may under certain 
circumstances operate to destroy competition is evi- 
dent. The effective use of this policy by the American 
Tobacco Company was well known at the time of its 
prosecution, and it constituted one of the significant 
elements in that long course of conduct which, accord- 
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ing to the Supreme Court, evinced a clear purpose to 
flout the anti-trust laws and establish a monopoly.’ 
By this simple device a powerful factor in a particular 
line of trade may preémpt the channels of distribution 
and effectively block the sales of competitors. Congress 
recognized this danger and specifically forbade the 
practice in Section 3 of the Clayton Act, but only 
“when the effect of such . . . agreement or under- 
standing may be to substantially lessen competition or 
tend to create a monopoly in any line of commerce.’’* 

In apparent disregard of this qualifying clause, and of 
the innocuous effect of the practice in the circumstances 
to be described, the Commission issued an order against 
a manufacturer of margarine who sold his product to 
wholesale grocers under an exclusive dealing stipula- 
tion.t The findings disclosed that numerous other 
margarine manufacturers pursued the same policy, and 
that this particular respondent was a relatively minor 
factor in the market. Most significantly, however, it 
was brought out upon review in the courts that the 
restriction upon the handling of competing brands of 
margarine did not apply to retail dealers, and that a 
reciprocal condition of the exclusive dealing engage- 
ments of wholesalers was an exclusive representation 
obligation upon the respondent. From these facts it is 
clear that the policy of the respondent was directed 
primarily to a more vigorous advancement of its own 
sales, and not to an interference with the opportunities 
of competitors. For this reason, the Circuit Court of 
Appeals reversed the Commission’s ruling.® 

The foregoing cases emphasize, in the writer’s opinion, 


2. U.S. v. American Tobacco Co., 221 U. 8S. 106, 175, 182 (1911). 
3. 63d Cong., chap. 323; 38 Stat. at Large, 731. 

4, B. 8. Pearsall Butter Co., v. F. T. C. 127 (1922). 

5. B.S. Pearsall Butter Co. v. F. T. C. 292 Fed. 720 (1923). 
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the most serious shortcoming of administrative regula- 
tion under the Federal Trade Commission — the ad- 
herence to legalistic, formalistic standards, untempered 
by economic analysis and the consideration of concrete 
circumstances. In so far as the Commission has failed 
in this respect to realize one of the prime advantages 
usually attributed to administrative as against judicial 
procedure, it must be held to have fallen short of the 
anticipations of all three of the principal groups re- 
sponsible for its establishment. 

Finally, it may be asked whether the experience of 
the last decade has in any degree gratified the desire of 
that section of the business community which sought, 
in the amendment of the anti-trust law in 1914, for an 
agency of conciliation, instruction, and admonition. 
How far has the Federal Trade Commission, in practice, 
acted as a friendly guide and counselor to perplexed 
business interests? On the whole, it must be recog- 
nized that this has not been the chief characteristic of 
its activity, and particularly not in the sense sought by 
the representatives of ‘‘Big Business.’”’ Nevertheless, 
at least two features of the record indicate that the Com- 
mission has not been entirely oblivious of the oppor- 
tunities for effective regulation through the develop- 
ment of the advisory function and through coéperation 
with business. 

First, and most significant, was the institution of the 
so-called Trade Practice Submittal in 1919. By this 
procedure, which rests on no specific statutory authori- 
zation but which may well be justified under the broad 
terms of Section 5 of the Federal Trade Commission 
Act, the Commission has sought to secure the assistance 
of a wide representation of those engaged in particular 
branches of trade, for two objects. The first is to work 
out a clearer definition of the rules of fair trade as ap- 
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plicable to special spheres of business. The second is to 
eradicate practices contravening such rules, by volun- 
tary acceptance of the standards of business integrity 
which they embody. Altogether some twenty-two con- 
ferences of this nature have been called, and the pro- 
cedure seems to have been attended with beneficial 
results in general. Its use has lately been increasing. 

The second way in which the Commission has evi- 
denced a disposition toward the development of an ad- 
visory function and closer coéperation with business is 
in the recent modification of its rules of procedure. 
These changes, to which incidental reference was made 
in the introduction, cannot here be subjected to a de- 
tailed critical examination; space does not permit it. 
But they may be enumerated and their general tenor 
explained. Briefly, it has been ruled: (a) that no action 
will be taken in cases involving primarily a private in- 
jury redressable in a civil proceeding; (b) that informal 
hearings will be granted prior to the issuance of a com- 
plaint; (c) that no public announcement of proceedings 
will be made prior to the issuance of an order; and (d) 
that stipulations will be made with respondents under- 
taking to mend their ways, in lieu of formal orders.’ 
These rules evince a new emphasis by the Commission 
upon that ‘prophylactic action” which Justice Bran- 
deis defended with such conviction and such power in 
his famous dissent in the Gratz case.* 

6. See Trade Practice Submittals (in mimeograph), Federal Trade 
Commission, Washington, 1923; also Annual Report, 1924, pp. 65- 
73, and Annual Report, 1925, pp. 67-80. 

7. See Annual Report, 1925, p. 111. In regard to the publicity ruling 
(c, above) it remains true, of course, that the complaint is a public docu- 
ment, and after the filing of an answer by the respondent it is open to 
the inspection of anyone who may be interested. But by the rule 
adopted by the majority of the members of the Commission official 
public announcement of the proceeding was to await the final deter- 
mination of the case. 


8. Federal Trade Commission v. Gratz, et al., 253 U. S. 421, 429 
(1920). 












































ee 


— — 








580 QUARTERLY JOURNAL OF ECONOMICS 


III 


What is the significance of the foregoing summary of 
the record for an estimate of the future of the Federal 
Trade Commission? Has the Commission fulfilled its 
purpose and justified its continuance? How may its 
purpose be better advanced? 

Considered as a method of regulation, I submit that 
the work of the Federal Trade Commission has not ex- 
hibited in a satisfactory degree two of the qualities one 
may reasonably expect to find in administrative pro- 
cedure. Its decisions have given little evidence of that 
flexible adjustment of the law to variable and changing 
conditions which is supposed to be the distinguishing 
characteristic of the administrative method. This has 
already been shown. Moreover, its procedure has been 
far from summary. In the fiscal year ending June 30, 
1924, a total of 123 cases was finally disposed of, but 
only after an average pendency of 22 months and 6 
days.® This does not even compare well with the record 
of ordinary court procedure. Do these deficiencies 
discredit the administrative method in this field alto- 
gether? I do not believe that to be a justifiable conclu- 
sion. But they unquestionably do call for administra- 
tive reform. 

The remedies appear to the present writer to lie well 
within the discretion of the Federal Trade Commission 
itself. They do not require new legislation. In respect 
to the first procedural shortcoming, three modifications 
of internal policy may be suggested. First, there should 
be a greater exercise of choice, a more responsible use of 
practical judgment, under the “‘ public interest” clause 
of Section 5 of the Commission’s organic act. In part, 
this is already forecast by the recent changes in the 


9. See the writer’s report on Public Regulation of Competitive 
Practices, p. 219. 
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rules of procedure; but the extent and quality of the 
amendment in policy remain to be demonstrated. Be- 
yond this, however, there is need of a major readjust- 
ment in the Commission’s whole conception of its ad- 
ministrative function. There should be a minimization 
of the judicial conception of the Commission and a new 
emphasis upon consultation and codéperation. The 
Commissioners should conduct proceedings not as 
judges, supposed to know all the law, holding a trial to 
determine the guilt or innocence of an alleged culprit 
according to rigid, preconceived standards of what is 
lawful and what is unlawful. The primary effort should 
be, rather, to determine whether or not a given busi- 
ness policy or trade practice, under the specific circum- 
stances disclosed, is an economic evil and ought to be 
suppressed. In most cases, in other words, a hearing 
should be essentially an inquiry into the fairness of a 
given line of business conduct. 

Secondly, there is every reason for inaugurating a 
closer articulation of the work of the Economic Division 
of the Commission’s staff, and its Legal Division. They 
should be complementary arms, performing a single 
task. It could hardly fail to affect the Commission’s 
attitude upon many administrative problems, if expert 
economic analysis and criticism were brought to bear 
upon every regulative proceeding as a part of the regu- 
lar routine administration. Likewise, if the Legal Di- 
vision were kept continuously informed of the current 
developments in investigations by the Economic Di- 
vision, it should tend to render more effective and 
prompt their preventive measures. It is obviously for 
those intimately engaged in the work, rather than out- 
siders, to suggest the! specific methods whereby the 
better codrdination of the activities of the Commission 
in its two principal divisions may be ensured. 
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Thirdly, as has hereinbefore been suggested, in the 
decision of concrete cases the Commission could pro- 
mote a better understanding of its rulings among busi- 
ness men and a clearer conception within its own ranks 
of the bases and limits of its jurisdiction, were the 
policy adopted of incorporating with the report of its 
orders or dismissals an explanation of the grounds there- 
for. This should, of course, be discretionary with the 
Commission, but it ought to be recognized, in important 
cases at least, not only as an official opportunity, but 
also as a public obligation. 

In respect to the lack of dispatch in Federal Trade 
Commission procedure, it is difficult, if not impossible, 
for an outsider to adjudge fairly the responsibility. The 
Commission, quite naturally, imputes the blame to 
Congress, for not furnishing it with sufficient appro- 
priations to maintain an adequate staff.' Allowing 
due credence to the Commission’s contention, it still 
remains true that there are other ways of expediting 
administrative procedure than by increasing its funds 
or by impairing its functioning. One of these is by 
limiting its jurisdiction. A large class of cases, con- 
stituting about one fifth of the entire number handled 
by the Commission in the past ten years, does not lie 
properly within the scope of its authority.2 The cases 
referred to are those involving elements of conspiracy.* 
Every one of these that amounts to a violation of the 
Federal Trade Commission Act also infringes the Sher- 
man Act. As the latter is a penal measure and the 

1. In its Annual Report for 1924 the Commission refers (pp. 1-2) to 
the “increasing demand upon the energies of the Commission in the 
field of unfair competition. To this demand relief to the utmost is af- 
forded, but the figures tell the story of efforts only partially effective 
because of lack of men and money.”’ 

2. See Public Regulation of Competitive Practices, pp. 98, 198, 220. 


3. These include not only the trade boycott and direct price-fixing 
cases, but also the numerous resale price maintenance cases. 
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former is not, it is manifest that the prosecution of such 
infractions of the law should be conducted under the 
basic statute. It should be a recognized policy of the 
Commission, accordingly, to transfer to the Depart- 
ment of Justice, which alone has authority to prosecute 
under the Sherman Act, all information that comes to 
it regarding alleged conspiracies in restraint of trade, 
together with specific recommendations in each in- 
stance. It is probable that the Federal Trade Commis- 
sion already possesses the power thus to act.‘ In case 
it does not, it should be given the proper authority by 
Congress. Such a limitation of its responsibility would 
certainly contribute materially to the dispatch with 
which cases arising in the remaining and proper sphere 
of its regulative power might be disposed of. 

Turning now to consider the substantive effects of 
Federal Trade Commission regulation, it is submitted 
that there exist, on the whole, good reasons for grati- 
fication in the results of the first decade’s experience. 
That the plane of business competition has been notice- 
ably raised of late years is indubitable. It is the general 
verdict of competent observers in every special field. 
The standards of commercial ethics may still leave 
much to be desired and still lack universal observance, 
but progress has been made in both directions. Dis- 
honest business concerns find it more and more difficult 
to ‘“‘get away with” fraud and chicanery. Monopolistic 
consolidations have become less and less arrogant and 
predatory. So much is generally conceded. If, how- 
ever, it be contended that as competition has become 
less ruthless, it has also become less effective, the answer 
is that, even if this be granted, the responsibility for the 
outcome in that respect is not the Federal Trade Com- 
mission’s. The public policy toward business organi- 
4. Under Section 6, subsections (e) and (f), of its organic act. 
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zation and market conduct was formulated by Congress. 
It called for fair competition. That is what the Com- 
mission has been endeavoring to foster and protect, 
and, I submit, with reasonably gratifying results. With 
the efficacy of “fair” and “honorable” competition to 
regulate trade and industry for the maximum benefit 
of consumers, I think the Commission, in its own right, 
has no concern. That is for the representatives of the 
public, in Congress assembled, to determine. My own 
opinion is that the results have not been demonstrated 
to be so bad and the potentialities of improvement so 
far exhausted as to counsel an abandonment of the 
public policy now being pursued. The uninviting 
character of proposed alternatives tends to confirm 
this conclusion. 

In this view, there is no pressing need for radical 
substantive changes in the laws under which the Federal 
Trade Commission operates. Certainly Section 5 of 
the Commission’s organic act should not be altered. 
Something might be gained in immediate results by a 
plain legislative definition of commercial bribery and by 
making that offense a misdemeanor. There would be 
considerable advantage in similar treatment of the so- 
called ‘‘blue-sky” cases, involving misrepresentation 
of securities. It is doubtful whether Sections 2 and 3 of 
the Clayton Act, as it now stands, add anything to the 
regulative power of the Commission, and these sections 
might well be repealed in the interest of statutory sim- 
plification. There is a possibility of real improvement, 
also, in the revision of Sections 7 and 8 of the Clayton 
Act so as to clarify their meaning. But these sugges- 
tions do not, after all, reach very far in the direction of 
amending the existing substantive law. They would 
represent, if adopted, only that minor rectification and 
supplementation of which even the most carefully 
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drafted statutes (among which could not possibly be 
listed the Clayton Act) must in some degree stand in 
need after a period of experimental application. There 
does not seem to be occasion for more than this. For 
no statute can ensure that which is indispensably requi- 
site to continued advance in the administrative regula- 
tion of competition—a corps of administrators dis- 
tinguished by their probity, perspicacity, and courage. 


Myron W. WaArTKINs. 


UNIVERSITY OF MIssouRI. 











PANTALEONI’S PROBLEM IN THE 
OSCILLATION OF PRICES 


SUMMARY 


Simple and complex demand functions, 587. — An index number of 
oscillations of most probable prices, 591. — Price oscillations in relation 
to partial flexibilities of prices, 592. — A clue to periodic oscillations or 
cycles, 593. — Conclusions, 594. 


PRESCIENCE of the trend of economics was possessed 
in unusual degree by the late Professor Maffeo Panta- 
leoni. He devoted attention many years ago to leading 
questions in the theory of economic semiology, which 
occupies so large a place in contemporary thought; he 
was one of the first to appreciate the permanent im- 
portance of Marshall’s early graphical essays; and he 
was the inspiring friend who indirectly gave new vigor 
to economic theory by inducing Pareto to seek the goal 
that lay buried in the complex researches of Léon 
Walras. 

In one of his last contributions to political economy 
he called attention to a problem in the theory of prices 
the solution of which he regarded as essential to success- 
ful practical forecasting. Discussing an alien theme, he 
observed, incidentally, that the idea of elasticity of de- 
mand is one of the most fertile for the progress of 
economics, but that it is far, even today, from being 
completely exploited. He then offered his usual stimu- 
lating suggestion: 

The field in which the idea of elasticity of demand is not exploited 


is this: the correlation of prices of distinct commodities is a function 
of the elasticities of their curves of demand: if one price varies, the 
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correlations of the other prices will vary according to the elasticity 
of demand of the commodity that initiates the change: until this 
field is adequately explored it will not be possible to have an eco- 
nomic semiology.! 

I shall attempt to make a first clearing in this prom- 
ising field. 


SIMPLE AND CoMPLEX DEMAND FUNCTIONS 


Professor Pantaleoni’s problem relates to elasticity 
of demand, which has been designated by 7 and defined 
as the ratio of the relative change in the quantity of 
commodity demanded to the relative change in the price 
per unit of commodity; that is to say, 

eumeaet.2 2... @ 
z/ y xz dy 
The similar quantity, flexibility of prices, denoted by ¢, 
has been defined as the ratio of the relative change in 
the price per unit of the commodity to the relative 
change in the quantity of the commodity demanded. 
That is to say, 


Useful and simple demand equations have been de- 
rived from these definitions of ¢ and 7 by placing either 


@ = a,orn = 8B, 


1. ‘Con la concezione della rendita del consumatore era data anche 
quella della ‘elasticita delle curve di domanda e di offerta,’ idea questa 
delle pid feconde per l’ulteriore progresso della nostra scienza e lungi, 
anche oggi, dall’essere stata intieramente sfruttata.” 

“Tl campo in cui essa non é sfruttata é questo: la correlazione dei 
prezzi di merci distinte é una funzione dalla elasticita delle loro curve ai 
vari prezzi di cui le curve sono il locus. Le correlazioni mutano assai 
radicalmente se varia un prezzo, a seconda della variazione dell’elasticita 
della curva della merce il cui prezzo é variato. Non sara possibile una 
semiotica economica prima che questo campo non sia stato adeguata- 
mente perlustrato.”” — Giornale degli Economisti, Gennaio-Febbraio 
(1924), pp. 3, 3n. 
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where a and £ are constants. If it is assumed that 
¢@ = a, the demand equation is 


log y = constant +alogz ..... (3) 
If » = 6, the demand equation is 
log zx = constant +Blogy ..... (4) 


When either (3) or (4) is fitted to the trend-ratios of 
prices and quantities of commodity, a simple equation 
descriptive of the demand for the commodity is ob- 
tained. 

The above simple demand equations are derived on 
the assumption that the price of the commodity is a 
function only of the quantity of commodity demanded. 
But it is common knowledge that the price of a particu- 
lar commodity is a function not only of the quantity of 
the particular commodity in question, but also of the 
quantities of all other commodities that are demanded. 
The same idea is conveyed in another way by saying 
that the quantity of any one commodity demanded is a 
function not only of its own price but of the prices of all 
other commodities. To pass from the simple demand 
equations to accurate descriptions of the real consensus 
of the factors, cognizance must be taken of the complex 
interrelations of all quantities and all prices. 

The transition may be effected by developing the 
conceptions of elasticity and flexibility. Corresponding 
to the simple ideas of flexibility of prices and elasticity 
of demand there are the kindred ideas of partial flexi- 
bility of prices and partial elasticity of demand.’ Sup- 
pose that there are n commodities whose quantities and 
prices are interrelated, and that the price-trend-ratios 
are represented by y1, ..~. Y,, +--+ Yy, and the quan- 
tity-of-commodity-trend-ratios, by %, . . . %,.. » Xm 


2. “Partial Elasticities of Demand”: Quarterly Journal of Econom- 
ics, May, 1926. 
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The functional relations of the variables may be de- 
scribed by taking either the z’s or the y’s as the inde- 
pendent variables. If the independent variables are 
assumed to be the z’s, the functions are 


y= Fi(m, . . .fp. . . a) 
= Fim... Gy. + +s Me) > ne 
a= Fil. . «Sms « « Se) 


The corresponding functions, in case the independent 
variables are the price-ratios, would be 


m= filyi, » - - Yor- + - Yn) 
iil... te. a)... @ 
tn =fal¥ty - - - Yor» - Yn) 


When the simple demand function was assumed to be 
y = F(z), the flexibility of prices was defined as 
=7,¥ 
as y dz 
If now the more complex dependence of price upon 
quantities of commodity is taken in the form of the 
above equation (5), the partial flexibilities of prices * 
for the representative price y,, will be 





‘ =, Oye) 

11-23 a Os 

Zq Wp 
, ai a 7 
Opg-l2. . . (@—1) (@+1)...0 ¥e Oats (7) 

. up 

Opn-12. . . (n—1) = — 
- . Pp O2- } 


3. “Partial Elasticities of Demand.” Quarterly Journal of Eco- 
nomics, May, 1926. 
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If price-ratios are taken as the independent variables, 
simple elasticity of demand is represented as 
y dz 


1.2 dy 


and the partial elasticities of demand,’ when the typical 
functional relation is given by x, in (6), are by analogy 





yi Ox, 

Np1-23 a= ih mat 

Lp OY 

Yo OL» 
Seed... @—1) +2)... Om Pe ww (8) 

Lp OY, 

P OLp 

12. eS ineadiaenee — 

™ “ies Lp Yn) 


We have just seen that the useful simple demand 
equations (3) and (4) are obtained on the assumption 
that either ¢ or 7 is equal to a constant. Corresponding 
complex demand functions could be derived by making 
the corresponding assumption that either the partial 
flexibilities of prices or the partial elasticities of demand 
are constants. If the complex demand equation is de- 
duced on the hypothesis that the partial flexibilities of 
prices are constant, the appropriate form of the demand 
function is 


log yp = constant + ap1.23...,logait+... 
+ Gynt... w—1) OB Ze... (9) 


From the definition of partial flexibilities in (7) a 
verification may be made that equation (9) satisfies the 
imposed condition of giving all the partial flexibilities 
of y, as constants. For example, according to (7) the 
partial flexibility of y, with respect to 2; is 


t | Ye 
Yo Oxy 


$p1-23...2= 
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But from (9) we find that 


1 , Yo _ p23... 

Up 021 %% 
By substituting this value in the above definition of 
partial flexibility of y, with respect to 2, we get 


Opi-23... .n = Opl-23...0 
The a-coefficients in (9) are the constant partial flexibili- 
ties of y” with respect to the several 2’s. 

An analogous procedure would lead to a general equa- 
tion giving the partial elasticities of demand. If price- 
ratios are taken as the independent variables, as in the 
functions in (6), and the partial elasticities of demand 
are defined as in (8), the appropriate equation describ- 
ing partial elasticities as constants is 

log zp = constant + Byi.23...nlogyit... 
+ Bon-12 . .. (n—1) log ee a a a ae (10) 
The £-coefficients give the partial elasticities of demand 
as constants. 


An INDEX NUMBER OF OSCILLATIONS OF Most 
PROBABLE PRICES 


We have just seen that an equation descriptive of the 

general demand function is 
log yp = constant + api.23...nloga+... 
+ Gpn-12... (n—1) log Bass 2 6 6 8 (11) 

Since this equation is a linear function of the a-coeffi- 
cients, there is no technical difficulty in fitting the typical 
equation (11) to the observations by the method of 
least squares. If the fitting were actually carried out 
and the a-constants were statistically determined, the 
typical function (11) would give the most probable 
value of y, when account had been taken of the de- 
pendence of y, not only upon the oscillation x, of the 
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quantity of this one commodity actually sold in the 
market, but upon the oscillations in the actual sales of 
all other commodities. 

Theoretically it would be possible to evaluate similar 
demand functions for all the remaining (n — 1) com- 
modities. If such an exhaustive statistical research 
were carried out, the results would yield » demand 
functions in which the most probable price of each of 
the commodities would be given in form of (11), where 
the most probable logarithm of each price oscillation is 
given as a function of the logarithms of the respective 
quantity-of-commodity oscillations. 

An index number of the most probable price oscilla- 
tions could be derived, obviously, from these n equa- 
tions in form (11) giving the probable oscillations of the 
respective n individual prices. If i were put for the 
index number, its formula would be 
nlogi = logyi t+... +logyp+... + log yn 
By substituting for the logarithms in (12) the corre- 
sponding in (11) and then summing, we would obtain 
as a final result ‘ 


nlogt = constant + logzita:+ ... + logz,2a, + 
SS ee (13) 


PricE OSCILLATIONS IN RELATION TO PARTIAL 
FLEXIBILITIES OF PRICES 


Equation (13) expresses a most important economic 
relation. It gives the oscillations of probable prices in 
terms of partial flexibilities of prices. The logarithm 
of the index number of probable price oscillations is a 
linear function of the respective sums of the partial 
flexibilities of prices. 

4. If it should be desired to take account of the question of weights, 


which is ignored in the above, there are several well-known devices by 
which that could be done. 
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A CiuE To Preriopic OscILLATIONS OR CYCLES 


The quantities denoted in (13) by 2a may each of 
them be the resultant of positive and negative values 
of a; of values of a that are constant and of others that 
may possibly change in quantity and quality with the 
phases of the cycle; of values of a that are unchanging 
and others that may differ greatly in the times, magni- 
tude, and fortuity of their changes within the period of 
the cycle. There would be a tendency for the sum- 
mation of positive and negative values of a to reveal 
the regular, preponderant type of flexibility of prices; 
for the fortuitous changes differing in the times of their 
happening within the cycle to cancel in the record of 
many cycles; for periodic causes of change to manifest 
themselves notwithstanding the presence of non- 
periodic causes. If there are many commodities of 
great economic importance with similar cycles of pro- 
duction, the similarity of their cycles, owing to its 
great importance, will tend to impress its periodic 
character upon the oscillations of prices in spite of the 
partial cancellation of positive and negative values of a 
and the obscuring of the action of regular periodic causes 
by non-periodic and fortuitous disturbances. If, for 
example, the production of foods and organic materials 
of manufacture is periodic from natural causes, and the 
flexibilities of the corresponding prices are relatively 
stable and high (or, in other words, their elasticities of 
demand are relatively stable and low), the character of 
the generating cycle ® will be manifest in the general 
oscillation of prices. 


5. Professor Irving Fisher throws light upon the problem in his ad- 
mirable paper in the Journal of the American Statistical Association, 
June, 1925. 

6. Generating Economic Cycles, 1923. 
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CONCLUSIONS 


Professor Pantaleoni stated his semiological problem 
in these words: 

The field in which the idea of elasticity of demand is not ex- 
ploited is this: the correlation of prices of distinct commodities is 
a function of the elasticities of their curves of demand: if one price 
varies, the correlations of the other prices will vary according to the 
elasticity of demand of the commodity that initiates the change: 
until this field is adequately explored it will not be possible to have 
an economic semiology. 

Toward the exploration of this virginal field the fore- 
going discussion makes these contributions: 

(i) A first approximation to the general demand func- 
tion may be taken in the form of either 

(1) logy, = constant + a,1.23...,loga.+... 
+ Gpni2.. . (n—1) LOG Zn . 


or 


(2) logz, = constant + By1.23...,logyi t+... 
+ Byni2.. . (n—1) log Yn 
In these typical equations the symbols have the follow- 
ing meanings: 

Yp is the trend-ratio of the price of commodity p; 

2» is the trend-ratio of the quantity of commodity demanded, in 
case of commodity p; 

Gpg-l2. . . (@—1) @+1)... "is the partial flexibility of the price- 
trend-ratio y, with respect to the commodity-trend-ratio z,; 

Byg-12 . . . (@—1) @+1). . . 2 is the partial elasticity of the com- 
modity-trend-ratio z, with respect to the price-trend-ratio y,. 

(ii) If the above form (1) is taken to represent the 
general demand function, a slightly different wording 
from that given by Professor Pantaleoni will express the 
real relations of the quantities in a way that may be 
empirically verified. According to form (1) the follow- 
ing relations are evident: 
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(a) The logarithmic oscillation of the price of any commodity is 
a linear function of the partial flexibilities of the given price oscilla- 
tion with respect to the commodity oscillations; 

(b) As a first approximation, it is true that the variation in a 
price oscillation is according to the partial flexibility of the given 
price with respect to the commodity that initiates the — That 
is, the variation in log yp is according to apg.12. . . (@—1) (@+1)... nif 
Zq initiates the change. 


(iii) Since the a-coefficients in (1) and the 6-coeffi- 
cients in (2) are simple ‘‘regressions”’ in logarithmic 
regression equations, it is possible to resolve them into 
correlation coefficients and standard deviations. Such 
a resolution in case of (1) would display the interrela- 
tions of the factors whose combinations make up the 
partial flexibilities of prices. A similar procedure with 
regard to (2) would reveal the connections of the factors 
constituting the partial elasticities of demand. 

(iv) The preceding results lead to a proposition with 
regard to the oscillations of general prices. If an index 
number of price oscillations is constructed from individ- 
ual oscillations expressed in form of equation (1), the 
index is described as follows: 
nlogi=logyit...tlogy,+...+logyn 

= constant + log a2a:+ ... + log z,2a, + 
+ log t,Zan 


The general proposition to which this leads is that the 
logarithmic index number of price oscillations is a linear 
function of the respective sums of the partial flexibilities 
of prices. 

(v) The proposition just enunciated suggests a clue 
to a deductive theory of periodic oscillations, or cycles, 
which may be statistically verified. The importance 
of commodities in price oscillations is proportional to 
their statistical weights and their flexibilities of prices. 
If there are many economically important commodities 
of high flexibilities, or low elasticities, whose production, 
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for natural reasons, passes through a definite cycle, the 
effects will tend to appear in the general price oscilla- 
tions. If, for example, food products and organic ma- 
terials of manufacture have relatively low elasticities, 
or relatively high flexibilities, and for natural reasons 
are produced in eight-year cycles, the oscillations of 
general prices should tend to reveal the eight-year gene- 
rating cycles.’ 

Henry LupweLt Moore 

CotumBia UNIVERSITY. 


7. Generating Economic Cycles, 1923. 
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I. STATEMENT OF THEORY 


SitverR has been the accepted means of payment in 
the foreign trade of China since the modern trade began 
some four hundred years ago. Within comparatively 
recent years bimetallism has been given up in the West. 
India, Japan, and other Eastern countries have adopted 
some variant of the gold standard or have gone over 
completely to gold. In China, however, silver has con- 
tinued to hold its old place. In 1914 China was one of 
the few countries in the world — the only one of wide 
extent and great population — in which silver continued 
to be the means of payment in international trade. The 
trade of China, therefore, offers an unusual opportunity 
for the study of the effects of changes in the gold price of 
silver upon a silver-using country. The results of such 
a study are presented in the following pages. 

The period covered is roughly the thirty years before 
the World War. The available statistics have made it 
possible to carry the investigation back to the year 1885, 
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but not to 1873, when the fall in the gold price of silver 
began. The study ends with the year 1913. It was 
thought best to avoid the consideration of the great 
fluctuations in the gold price of silver and the abnormal 
course of China’s foreign trade during and since the war. 

But it was not in the East that the war did its worst 
with currencies and international commerce. During 
the war and the years immediately after it many of the 
nations of the West were unable to continue upon the 
gold standard. Conditions as they were before 1914 are 
now being gradually restored, and the trade of China is 
again becoming what it was during the period studied, 
that is, trade between a silver-using country and a 
group of gold-using countries. It is international trade 
under these conditions which is here examined, and an 
attempt is made to determine whether or no the dis- 
coverable facts are consistent with the theory as it may 
be held to apply to the case of China. 

Before proceeding to a statement of the aspects of the 
theory which are to be tested in this study, it may be 
well to warn the reader that other aspects are not to be 
. directly tested. Professor Bastable’s statement of the 
theory of international trade under silver begins with 
the generalization ' that the gold price of silver must be 
such as to satisfy the “‘equation of demand” between 
gold-using and silver-using countries.? Such a general- 
ization as this forms a consistent part of the theory. 
It may be said to provide the background against which 
other aspects of the theory must be placed if they are to 
be seen in their logical completeness. It states the un- 
derlying tendency. But the underlying tendency is not 


1. The Theory of International Trade, 4th ed. rev. (London, 1903), 


pp. 59, 60. 

2. See also Marshall: “‘. . . the gold price of silver is determined by 
the ratio between the prices of commodities in gold and silver coun- 
tries.”’ Money, Credit and Commerce, reprint of 1924, p. 230. 
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to be directly tested in this study. The scope of the 
present investigation is too narrow, limited as it is to 
China; and, even in this narrow field, the statistical 
information is inadequate. 

The method of proof which Bastable employs is to 
suppose a ratio between gold and silver which fails to 
satisfy the equation of demand, and then to show that 
a train of consequences will follow by which the failure 
is corrected. I am concerned, in this study, with certain 
of the consequences, certain of the steps that lead to- 
ward the necessary correction, and not with the ulti- 
mate outcome. If the steps which are required are 
found to be traceable in the facts of the Chinese case, 
it may well be inferred that the course of events is to- 
ward the outcome demanded by logic. If, on the other 
hand, the course of events is not as expected, an ex- 
planation will be required and the underlying generaliza- 
tion itself may be brought into question. 

The simplest reasonable assumption as to the cause 
of the failure of the gold price of silver to satisfy the 
equation of demand seems to me the best starting-point 
for a statement of the expected consequences. I propose 
to assume that the fall in the gold price of silver during 
the closing decades of the nineteenth century was due 
to such a cause as a great increase in the supply of silver 
in the West. Professor Marshall dealt with the subject 
from the standpoint of Indian exchange in a memoran- 
dum presented to the Royal Commission of 1888.* In 
this memorandum he listed the possible causes of a fall 
in Indian exchange. Leaving out of account two which 
are temporary and unimportant, we find the possibili- 
ties to be three: a fall in the value of silver in the East 
as a result of, say, the discovery of rich silver mines in 


3. Final Report of the Royal Commission on Gold and Silver, 1888, 
p. 53. 
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India; a fall of prices in the West, that is, a rise in the 
value of gold in the West; and a cause of the sort which 
I propose to assume, the discovery of rich silver mines 
in the West or the discarding of silver from Western 
currencies. The first of these possibilities Professor 
Marshall discarded as contrary to the known facts con- 
cerning India.‘ It may be rejected in the case of China 
for the same reason. 

The second possibility is not to be disposed of in the 
same easy way. A fall in gold prices did, of course, take 
place in the West. Sir David Barbour has insisted that 
the fall in prices in gold-using countries must have been 
the initial one in the series of changes. The sequence of 
events must, in his opinion, have been: a fall in gold 
prices in the West, an increase in imports into silver- 
using countries and a decrease in exports from these 
countries, a balance against the Eastern countries, a fall 
in the Eastern exchanges, and, what is the same thing, 
a fall in the gold price of silver. If, now, the question is 
pressed as to the further consequences of the fall in the 
gold price of silver, these further consequences are found 
to be identical with the series stated below. In other 
words, whatever the sequence of events up to the point 
of a fall in silver, there is agreement upon the steps that 
the theory calls for after this point.5 Since I am in- 
terested in the steps which follow the fall in silver and 
mean to test the theory by asking whether these further 
consequences may be discerned in the actual course of 
events, it seems to me at once simplest and most direct 
to suppose the gold price of silver to have been altered 


4. Final Report of the Royal Commission on Gold and Silver, 1888; 
Question 9742 and Professor Marshall’s answer. 

5. Sir David Barbour, The Standard of Value, London, 1912. Chap- 
ter 13 deals with the cause of the change in the value of silver. On p. 169 
he deals with the consequences of the fall in silver in a single sentence, 


recognizing here what he is disposed to deny elsewhere, as on p. 176. 
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by the causes under Professor Marshall’s third possi- 
bility. Under this assumption I shall proceed. 

The customary method of quoting exchange in the 
financial centers of China is in foreign currency per unit 
of Chinese currency. For the week ending January 23, 
1926, for example, the average rate of exchange in 
Shanghai on America was about 75. The Shanghai ex- 
change banks were willing to sell telegraphic transfers 
on New York, giving for each hundred taels offered in 
Shanghai $75 payable in New York. The rate on Lon- 
don for the same week was 3/1, and the average price of 
bar silver in London 31% pence. These may be com- 
pared with the rates for an earlier year when silver was 
higher. On October 19, 1918, the price of bar silver in 
London was 493 pence and on this day the opening selling 
quotations in Shanghai were 121 on America and 5/1 on 
London. In other words, $121 payable in New York could 
be purchased for each hundred taels offered in Shanghai. 
Shanghai exchange rates are so quoted as to rise when 
silver rises and to fall when silver falls. Changes in 
the gold price of silver will, therefore, frequently be 
referred to as changes in Chinese exchange rates. 

It is by no means maintained that the price of silver 
in London or New York and exchange rates in Shanghai 
or Hongkong do not present minor divergences. On the 
contrary, such divergences — analogous to the fluctua- 
tion of the gold exchanges within the limits set by the 
gold points — do manifest themselves and are the means 
of bringing it about that silver is sent into or out of 
China. In this study minor divergences of the required 
sort are taken for granted, and attention is not directed 
toward the problem of the gold-silver exchanges in what 
may be called the narrow sense. 

For convenience in referring to the separate steps, the 
theoretical statement applicable to the case of China is 
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presented in a series of numbered propositions. The 
reader hardly needs to be warned that these propositions 
carry the condition that ‘“‘other things remain equal.” 
1. A fall in Chinese exchange is followed, afier an in- 
terval, by a rise in the silver prices of Chinese exports. 
Since a fall in the gold price of silver, or in Chinese 
exchange, means that it is possible to buy Chinese taels 
with fewer American dollars or British pounds sterling, 
it follows that a fall in silver makes it possible for West- 
erners to pay more in silver for Chinese exports without 
increasing what is referred to in the Chinese trade as the 
“laying down”’ cost of these exports. By this is meant, 
for example, the cost in sterling of Chinese tea landed in 
London. It is the laying-down cost that is of immediate 
importance to the exporter, for the products exported 
from China are usually sold in a world market, or a 
Western world market, and at gold prices. If the gold 
price at which tea can be sold will buy more and more 
silver, the possibility is created of paying more in silver 
for Chinese tea. This possibility will be translated into 
actuality by competition among those buying for export 
at such a center of Chinese trade as Shanghai. The 
higher silver prices actually paid for Chinese products 
by the exporters will, by the continued operation of 
competition, be passed on more or less rapidly through 
Chinese brokers and middlemen to the Chinese pro- 
ducers. How quickly a rise in export prices will spread 
from the trading ports to the interior will depend for 
each commodity upon the actual conditions under which 
the marketing and production take place. During the 
time that competition among the traders is working it- 
self out, there will be an opportunity for unusual trad- 
ing profits; but this will not be for long in a country in 
which trade is as well organized as it is in China. 
So long as, and to the extent that, the rise in export 
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prices is greater than any rise there may be in wages and 
other expenses of production in China, there will be a 
“bounty” upon Chinese exports. This bounty is likely 
to continue for a longer time and to be more significant 
than the unusual trading profits. This is especially true 
for China, since Chinese merchants are better informed, 
and trading is better organized than is the production 
of the chief export commodities. 

Much of the discussion of Indian trade under silver 
turned upon the question of the existence of such a 
bounty. I know of no case in which the existence of a 
bounty is denied by a writer who makes a careful state- 
ment of the theory of trade under silver. It does not 
follow that the effect of such a bounty may be seen and 
measured in a particular concrete case; nor does it fol- 
low that such a bounty is ‘‘good” for a country. It may, 
in fact, be demonstrated that a fall in silver, other things 
being equal, alters the terms upon which goods are ex- 
changed between a silver-using country and other coun- 
tries using gold to the disadvantage of the silver-using 
country.’ The proposition that a fall in the gold price 
of silver is followed by higher prices in silver for Chinese 
exports carries with it no assertion that such a change is 
desirable from the point of view of China. 

2. A fall in Chinese exchange means a rise in the silver 
prices of imports into China. 

Certain qualifications will occur to the reader at once. 

6. See, for example, Professor Marshall’s Memorandum in the Final 
Report of the Royal Commission on Gold and Silver, 1888, p. 53, and 
Professor Taussig’s statement in an article on the silver situation in the 
Quarterly Journal of Economics, vol. xi, pp. 5, 6. 

7. This was pointed out in an argument submitted by Messrs. Charles 
A. Conant, Jeremiah W. Jenks, and Edward Brush to the Monetary 
Commission of the Republic of Mexico in 1903. The paragraph contain- 
ing the theoretical statement is quoted in Kemmerer’s Modern Currency 
Reforms (New York, 1916), p. 480. The report is printed in Stability of 
International Exchange; Report on the Introduction of the Gold- 


Exchange Standard into China and Other Silver-Using Countries; 
House Document No. 144, 58th Congress, 2d Session. 
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It applies to the prices of such imports only as are from 
gold-using countries. Since a large and an increasing 
proportion of the trade of China was with such coun- 
tries during the years under consideration, this qualifica- 
tion is not of great importance. If a fall in exchange 
occurs when importers in the Chinese treaty ports have 
considerable stocks of goods on hand, the rise in import 
prices may be delayed somewhat. Again, there may be 
in certain commodities a rise in prices which is con- 
cealed. It is said that manufacturers of piece goods for 
the Chinese market have at times altered the quality of 
the goods for the purpose of continuing to sell to the 
Chinese what appeared to be the same sort of goods at 
the same silver prices. Some delay there may thus be, 
and some rise in prices which will not appear in the 
statistics. Nevertheless, the fact that imported goods 
must be paid for in gold exchange makes the conclusion 
unavoidable that a rise in the silver prices of imported 
commodities will follow a fall in exchange. It seems 
highly probable that this rise will take place more 
rapidly in the case of imports than in the case of exports, 
for it will be to the interest of the merchants to pass the 
higher prices on as quickly as possible. 

The assumption I have made in regard to the cause of 
the fall in the gold price of silver makes it unnecessary 
to deal with a further qualification, namely, that a rise 
in import prices in silver may not take place because of 
a fall in gold prices in the West at the same time, and at 
about the same rate, as the fall in silver. It must be 
borne in mind that gold prices in the West were falling 
during only half of the period which I am investigating, 
and that they were rising during the other half. The 
reasonableness of the assumption that a real fall in the 
value of silver took place in the West must be judged as 
the facts concerning Chinese import prices are presented. 
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3. A rise in export prices is followed by an increase in 
total exports from China, measured in money values in 
silver. 

4. A rise in import prices is followed by a decrease in 
total imports into China, measured in money values in 
silver. 

5. The result of the third and fourth steps is a more 
“‘favorable”’ balance of trade for China. 

These steps hardly need comment. Whatever qualifi- 
cations may be called for under the first four propositions, 
it is clear that the forces dealt with in the statement of 
theory tend to bring about such a change in the ratio of 
exports to imports as is called for under the fifth. 

6. Silver is imported into China. 

There is no point in carrying the theoretical state- 
ment further, since the statistical information is not 
available for the verification of any further consequences. 

In the discussion of the course of events in China, I 
shall deal also with a period during which the gold price 
of silver was rising. I have not considered it necessary 
to set down the consequences which may be expected to 
flow from a rise in silver, since it would involve no more 
than the statement of the converse of each of the pre- 
ceding propositions. 


II. Tue Goup Price or SILVER 


The outstanding change in the gold price of silver 
during the last half-century has been the fall in silver 
which began in the year 1873.8 The year 1885 marks the 


8. During the years 1833-72 the highest annual average price of bar 
silver in London was 62;,d. per ounce, and the lowest 593,d. A 
table showing the monthly as well as the annual average silver quota- 
tions in London is to be found in W. F. Spalding, Eastern Exchange 
Currency and Finance (London, 1918), opposite p. 266. The annual re- 
ports of the Director of the United States Mint contain tables showing 
the annual average commercial ratio of silver to gold carried back to 
the year 1687. 
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beginning of a somewhat more rapid decline. By 1913 
silver had come to be worth in gold less than half of 
what it had been worth year after year before 1873. 
The years since 1914 have seen a rapid rise in silver and 
an even more rapid fall. During 1923, 1924, and 1925 
silver has been but little higher than it was during the 
first decade of the century. This is the briefest state- 
ment of the general facts. 

It has been pointed out in the opening paragraphs 
that this study is not concerned with the whole of the 
fifty-year period since the decline in silver began, but 
with the thirty years from 1885 to 1913. A more de- 
tailed account of the course of the gold price of silver 
during this thirty-year period can be given if reference 
is made to the charts which accompany this study and, 
in particular, to the upper curve in each of the three 
charts. I shall, therefore, undertake to explain briefly 
how these curves have been arrived at and what they 
show. 

Each of the annual reports of the Chinese Maritime 
Customs states the equivalent for the year of the Hai- 
kwan tael in other currencies, at the average sight rate 
of exchange on the financial centers of Europe and 
America. The Haikwan tael is a unit of account for the 
calculation of customs duties and for the valuation of 
Chinese imports and exports. It represents 583.3 grains 
of fine silver. Payments of duties are not in Haikwan 
taels, however, but in local currency. In Shanghai, for 
example, payment is made in Shanghai taels, and 100 
Haikwan taels are considered to be equal to 111.40 
Shanghai taels. 

The equivalent of the Haikwan tael is arrived at by 
calculating from the actual exchange rates which are 
quoted by the banks, and at Shanghai these actual ex- 
change rates are in terms of Shanghai taels. The Shang- 
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hai tael represents 524.93 grains of fine silver. The 
Shanghai tael is fast becoming a currency of restricted 
use. Actual payments of money are now made in silver 
dollars over most of China. 

From among the equivalents of the Haikwan tael in 
the various Western currencies, the equivalent in the 
United States dollar has been selected for presentation. 
This equivalent for each year is to be found in the first 
column of Table I; but it is not what is shown in the 
charts. For convenience in comparison, the equivalent 
of the tael in United States dollars has been turned into 
the equivalent of the dollar in taels. It is this tael price 
of the dollar which ‘is presented graphically.' In other 
words, a silver price of gold has been calculated from the 
Chinese customs statistics and used in the charts. The 
convenience is apparent when the charts are observed; 
but it must be borne in mind that a fall in the gold price 
of silver means an upward swing in the curves which are 
presented. 

We are now prepared to review in greater detail the 
changes that have taken place in the gold price of silver 
and in Chinese exchange during the years from 1885 to 
1913. Consider the upper curve in each of the three 
charts. The general fact that silver was falling is clear. 
The fall took place in a series of downward swings to 
new low levels until the year 1902; in this year silver 
reached as low an average price as in any year during 
the rest of the period. In other words, silver did not 
continue to fall from the level it reached at about the end 

9. “It is to be noted that 1000 fineness would be only 987 fineness 
by the Western standard of chemically pure silver.’’ Encyclopaedia 
Sinica, p. 539. The Shanghai .tael contains, then, about 518 grains of 
pure silver. 

1. The equivalent of the United States dollar in Haikwan taels is 
shown in the second column of Table I and in Charts II and III. In 


Chart I and in the third column of Table I it is presented as a series of 
percentages based upon the equivalent for 1913. 
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Tasie I. — THe EQuivaLENT OF THE HaIKWAN TAEL AND 
Prices oF Exports AND IMPORTS 


Relatives Geometric Geometric 
Equivalent Begeiont showing the mean of mean of 

of the Hai- of the uivalent _ silver price silver price 

kwan tael dollar -g of the U.S. relatives relatives 

in US. Haikwan dollar i in Hai- of exports of imports 
dollars taels kwan taels Prices Prices 

Equ.19138=100 1613=100 1913=100 
1884 1.35 74 54 51.6 59.1 
1885 1.28 .78 57 51.8 61.9 
1886 1.22 82 60 55.4 62.6 
1887 1.20 83 61 52.0 61.9 
1888 1.15 .87 63 54.7 64.3 
1889 1.15 .87 63 54.7 64.9 
1890 1.27 79 58 55.0 64.9 
1891 1.20 83 61 54.2 66.3 
1892 1.07 93 68 48.9 62.5 
1893 -96 1.04 76 48.8 65.8 
1894 77 1.29 94 53.1 69.9 
1895 -80 1.25 91 60.5 71.4 
1896 81 1.23 90 61.5 71.6 
1897 72 1.39 101 69.6 75.7 
1898 -70 1.43 104 71.4 78.6 
1899 73 1.37 100 75.5 80.6 
1900 -75 1.33 97 72.7 83.7 
1901 -72 1.39 101 74.4 81.1 
1902 -63 1.59 116 77.8 83.9 
1903 .64 1.56 114 86.3 96.4 
1904 66 1.51 110 93.6 94.4 
1905 73 1.37 100 91.1 96.3 
1906 .80 1.25 91 87.5 85.9 
1907 -79 1.27 93 96.2 86.2 
1908 -65 1.54 112 89.4 98.5 
1909 -63 1.59 116 99.5 100.8 
1910 -66 1.51 110 97.6 99.7 
1911 65 1.54 112 104.6 101.6 
1912 .74 1.35 99 92.6 99.5 
1913 73 1.37 100 100.0 100.0 


of the century. Further inspection of the charts shows 
that two comparatively brief periods may be selected 
from the whole period of thirty years which show un- 
usual and opposite movements in the price of silver. 
The first of these brief periods, 1891-94, presents a 
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rapid, almost a spectacular fall. In 1890 the Haikwan 
tael was worth $1.27 in United States currency; in 1894 
its average value was no more than U. S. $.77. The 
second, 1903-06, was a period of a marked and con- 
tinuous rise in silver. The tael rose from U. 8S. $.64 in 
1903 to U. S. $.80 in 1906.? 

Such are the facts concerning the price of silver; and 
it is the effects of these changes which are to be dis- 
covered, if possible, in the statistics of Chinese trade. 
The theoretical propositions which have been stated 
may be grouped under three heads. They deal with 
(1) prices, that is, the prices in silver of imports and 
exports; (2) trade and trade balances, that is, with the 
total imports and exports measured in Haikwan taels; 
and (3) silver movements into and out of China. The 
matters which are now to be taken up will be considered 
in this order. 


III. Export anp Import PRIcEs 


The study of commodity prices in practically every 
important country in the world is greatly facilitated by 
the work of government bureaus or of private statistical 
societies. In the case of China the student finds no 
assistance of this sort for the past. The Chinese govern- 
ment is now, through its Bureau of Markets at Shang- 
hai, collecting information with regard to prices and 
calculating index numbers, but this work was not begun 
until late in the year 1919.* Some of the newspapers of 
the treaty ports of China publish daily or weekly quota- 
tions of prices. In but a single case, I believe, do the 


2. The average price of bar silver per ounce in London for these 
years was: 1890, 473d.; 1894, 281§; 1903, 242; 1906, 303. 

3. These index numbers are published in the newspapers of Shanghai 
and in the Chinese Economic Bulletin, issued by the Chinese Govern- 
ment Bureau of Economic Information, which has a head office in Pe- 
king. 
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newspapers provide a series of price quotations for the 
whole of the thirty-year period under consideration, 
and in this case there are numerous difficulties of com- 
parison.‘ 

In the year 1892, Mr. G. Jamieson of the British Con- 
sular Service in China undertook a study of the same 
aspects of the foreign trade of China that I am dealing 
with. I shall have occasion to refer to his study again.® 
He brought together annual prices for imports, exports, 
and commodities ‘‘entering into the internal trade of 
China,” for the years 1875-92, and average prices for 
the five-year period before 1875. His prices might have 
been used for the earlier years of the period here under 
consideration, but I have thought. it better to make an 
independent study and to carry my own price calcula- 
tions back to the year 1885. In any case Jamieson’s 
statistics cover only the first few years of the period I 
am dealing with, and these are not, it may be remarked 
in advance, the significant years. 

For the present study I have accepted the annual 
Returns of Trade and Trade Reports of the Chinese Mari- 
time Customs as the best source of information regard- 
ing prices for the whole thirty-year period. The cus- 
toms reports make it possible to arrive at prices for 
Chinese exports and imports, but not for domestic com- 
modities. Other reports issued by the Chinese Customs 
deal with the trade among the treaty ports within China, 
and it was hoped that these reports would enable prices 
to be calculated for commodities which do not enter 
into international trade. So many difficulties presented 


4. The single case is that of the North China Herald, the weekly 
edition of the North China Daily News, a British newspaper published 
in Shanghai. 

5. This study appeared as a British Foreign Office Report (No. 305, 
1893). It was reprinted in the Journal of the Royal Statistical Society, 
vol. 56, pp. 646-669, December, 1893, under the title, “Effect of the 
Fall in the Value of Silver on Prices of Commodities in China.” 
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themselves, however, that the attempt was abandoned. 
It was found, for example, that the price of ‘“‘native 
nankeen”’ cloth was exactly the same every year from 
1884 to 1896 with the exception of one year. The values 
assigned by the customs authorities to the commodities 
in the interport trade were for the sole purpose of reve- 
nue collection, and it is probable that changes were 
not made in the customs valuations until the market 
prices of the commodities had varied considerably from 
the customs valuations and had maintained a differ- 
ence for some years. Moreover, it appeared likely that 
the customs authorities were influenced in making 
changes in their valuations by the fact that changes had 
already taken place in the prices of goods entering into 
the foreign trade. No other source of prices for domestic 
commodities than the reports covering interport trade 
was to be found. Such statistics are, therefore, absent 
from this study. 1t was Jamieson’s conclusion that 
there had been no change during the years 1870-92 in 
the general level of prices of articles ‘‘ produced and con- 
sumed in China.” * It is probable that there was little 
change between 1885 and 1913. It must be recognized, 
however, that commodity prices for these years in the 
interior of the country, far from the chief treaty ports, 
are unknown and cannot be discovered. 

The Returns of Trade issued by the Chinese Customs 
do not provide lists of prices of imports and exports, but 
tables showing the quantities of goods imported and 
exported year by year, with values in Haikwan taels. 
From these tables the prices of certain exports and im- 
ports have been calculated. The exports for which 
prices have been calculated are: raw silk, manufac- 
tured silk, cow and buffalo hides, raw cotton, and beans. 
This may seem a short list, but it includes every ex- 


6. Jamieson, Effect of the Fall in the Value of Silver, p. 663. 
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ported commodity the value of which, year by year, 
formed more than about 3 per cent of the total value of 
the exports from China. The importance of the articles 
selected is shown also by the fact that their total value 
was, from 1885 to 1913, no less than 50 per cent of the 
total value of all exports. The percentage of the total 
value formed by the six exports selected was as follows 
for each year indicated: 


ILS cmita saon ase cskewacaaie 65.1 per cent 
ie gerd atenindcie a tinn tieaibewe — 
ac tenehicesngvecuweae — 
alee —- * 
dau pane sadssws~ eeocwwsu ma | Cf 
EE ee a 


The decline in the percentage indicates some increase in 
the variety of goods exported as the trade developed. 
The imports into China for which prices have been 
calculated are the following: plain grey shirtings, cotton 
yarn, old iron, kerosene oil, rice, and sugar. The selec- 
tion of a satisfactory list of imports and the calculation 
of prices presented greater difficulties than in the case of 
exports. It was necessary, for example, to choose a 
representative item from among cotton piece goods, and 
the choice was plain grey shirtings. They were, through- 
out the period, a staple article among China’s imports 
from the United Kingdom, and the price used is the price 
of English shirtings. During the closing years of the 
period, it is true, considerable quantities of plain grey 
shirtings were imported into China from Japan, and at 
lower prices than for English shirtings. But the imports 
from the United Kingdom were so much greater than 
were the imports from Japan or from any other country, 
that it seemed best to calculate prices for English shirt- 
ings only. No such selection was made in the cases of the 
other imports. They are all sufficiently standardized 
products to justify the use of general prices for the total 
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imports from whatever source. All cotton yarn—to 
mention an interesting case — has been included for the 
purpose of arriving at prices. The history of the trade 
shows that during the years 1885-1913 English yarn 
dropped from a place of some importance among 
Chinese imports; that yarn from British India became 
for a time of overwhelming importance; and that by 
1913 Japan had become as important a source as India. 
It is obvious that no one source could have been selected. 

If grey shirtings may be accepted as representing 
piece goods and old iron as representing metals, the six 
commodities selected from among the imports formed 
throughout the period about 50 per cent of the total im- 
ports measured in Haikwan taels. The percentage of the 
total imports formed by these six commodities was as 
follows for the same dates as above: 


MEGEA GREG SOLS %i4 anh on wae 47.3 per cent 
a OTS E FORTE E OCTET OTS 4.8 “ “ 
AG 60306 66000 CAC 6OR ein 34“ “ 
ER OT ee TS glo 
PU eae Seta esis cnsivvensaaes oo” = 
_ ESA a ere errs : a 


These percentages are smaller than in the case of exports 
because of the greater variety of commodities entering 
into the import trade, and because one important com- 
modity, opium, has not been included. Opium was 
omitted because it declined greatly in relative impor- 
tance during the period, and for the further reason that 
its price depended in part upon the fiscal policy of the 
government of British India. 

The actual prices in Haikwan taels for exports and 
imports, obtained by calculations from the customs 
statistics, were turned into relative prices, with the 
price for each commodity in 1913 as the base. These 
relative prices for exports are to be found in Table II, 
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TaBLe II. — Revative Prices oF THE PrincipaL Exports 


FROM CHINA 
(In each case price in 1913 = 100) 
Year RawSilk Mfd.Silk Hides Tea RawCotton Beans 
1884 46.6 73.2 33.2 61.2 52.3 52.2 
1885 46.0 72.0 34.1 64.4 52.8 50.2 
1886 50.0 89.0 37.6 64.2 50.1 53.8 
1887 52.8 78.3 33.5 59.2 44.1 54.9 
1888 52.8 86.8 34.4 59.4 50.1 57.2 
1889 55.0 80.9 37.7 64.0 45.6 54.8 
1890 55.4 79.0 38.8 65.4 45.6 55.0 
1891 52.0 81.2 31.4 75.2 49.2 51.8 
1892 54.8 76.7 25.2 67.8 45.6 41.5 
1893 54.5 79.5 25.2 71.2 48.8 55.7 
1894 59.0 72.9 29.9 72.6 44.9 54.0 
1895 61.8 81.0 27.9 73.8 57.0 83.3 
1896 65.6 77.0 37.9 74.8 54.9 68.6 
1897 69.9 81.2 46.5 81.0 68.2 78.0 
1898 74.0 85.8 54.3 79.7 52.5 91.5 
1899 87.5 90.3 55.3 81.9 59.2 87.2 
1900 78.3 81.7 58.1 78.2 63.1 80.6 
1901 72.1 81.7 63.2 67.9 73.7 91.5 
1902 104.9 77.2 63.6 64.0 77.4 87.2 
1903 115.0 112.7 63.8 66.7 79.7 94.0 
1904 100.3 90.2 83.6 85.3 92.0 113.3 
1905 100.3 104.5 86.6 79.0 69.4 115.0 
1906 98.2 103.9 84.0 80.6 68.9 94.0 
1907 119.8 104.5 90.2 83.7 78.2° 107.0 
1908 103.2 99.5 86.9 88.5 76.8 84.1 
1909 101.7 104.1 92.3 95.2 104.0 100.4 
1910 103.6 102.6 93.0 97.7 102.7 87.2 
1911 104.2 100.5 94.8 111.3 111.0 106.6 
1912 88.1 93.3 87.2 96.3 96.2 94.8 
1913 100.0 100.0 100.0 100.0 100.0 100.0 


and for imports in Table III. The geometric mean of 
the relative prices for exports appears in the fourth 
column of Table I, and for imports in the fifth column 
of the same table. The course of export and import 
prices is shown, also, by the curves in the lower part of 
Chart I. It has been explained that the upper curve in 
Chart I shows the changes in the silver price of gold. 
In short, I have tried to bring together in a convenient 
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Tasie III. — Revative Prices oF THE Principat Imports 


INTO CHINA 
(In each case price in 1913 = 100) 


Plain grey Cotton Old Kerosene 
Year shirtings yarn iron oil Rice Sugar 
1884 41.1 77.0 aa Pee 39.2 78.4 
1885 41.5 73.0 hig 83.3 43.3 83.1 
1886 41.1 73.4 iad 69.2 50.8 90.6 


1887 41.5 76.2 63.7 82.2 41.7 81.8 
1888 43.0 65.2 72.6 97.6 39.8 90.7 
1889 41.5 68.7 64.8 100.9 41.5 96.6 
1890 39.6 64.4 67.4 96.1 44.5 102.0 
1891 53.1 62.2 65.8 77.3 41.5 121.2 
1892 53.0 61.2 62.1 75.1 43.4 91.2 
1893 62.0 65.1 65.2 80.5 40.4 95.0 
1894 64.2 66.2 72.6 83.4 44.5 101.7 
1895 71.4 67.6 66.8 92.0 46.0 97.2 
1896 69.8 70.5 71.0 98.3 47.0 83.6 
1897 70.4 78.4 77.9 97.7 56.1 80.0 
1898 68.6 71.6 84.2 89.1 66.2 96.6 
1899 68.6 71.6 86.3 94.2 71.8 95.8 
1900 78.0 72.3 96.3 121.1 54.0 96.8 
1901 82.6 77.0 96.8 95.5 47.0 102.7 
1902 75.6 79.8 99.5 89.8 71.5 90.4 
1903 83.8 87.8 104.2 134.0 81.3 96.2 
1904 85.6 92.8 100.0 129.0 73.2 94.4 
1905 84.0 93.2 99.0 95.8 113.5 94.9 
1906 76.4 91.0 95.8 92.0 73.8 88.7 
1907 78.2 90.0 92.1 89.9 79.4 88.9 
1908 96.0 89.2 96.9 106.4 113.1 91.6 
1909 87.6 91.4 98.4 114.5 121.4 95.8 
1910 103.6 96.8 100.5 97.6 99.0 101.1 
1911 105.5 96.0 95.8 106.9 104.2 102.0 
1912 95.0 96.4 98.4 82.6 127.8 102.1 
1913 100.0 100.0 100.0 100.0 100.0 100.0 


way in this first chart the available data for the exam- 
ination of prices. 

The first proposition in the theoretical statement was, 
it will be remembered, that a fall in the gold price of 
silver is followed after an interval by a rise in the silver 
prices of Chinese exports; the second, that a fall in the 
gold price of silver is followed by a rise in the silver 
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prices of imports into China. How far have these 
changes come about? To put the question in a manner 
consistent with that of the graphic presentation of the 
gold price of silver: How far, it may be asked, has a 
rise in the silver value of gold been followed by a rise in 
the silver prices of the commodities in which China 
trades? 

The general answer to these questions is apparent 
when Chart I is inspected. Over the whole period from 
1885 to 1913 a rise in the silver prices of imports and ex- 
ports did take place. By the end of the period export 
prices had about doubled and import prices had risen by 
about two thirds. Not only did this upward movement 
of import and export prices take place, but it is to be 
noted also that it began during the years of a sharply 
falling gold price of silver, — of which more will be said 
later, — and that import prices turned upward before 
export prices. These facts are all such as were to be ex- 
pected upon theoretical grounds. 

One who undertook, as did Jamieson, to ascertain in 
1892 the consequences of the fall in the gold price of 
silver would not have found the general confirmation of 
theory in the field of prices which is revealed by Chart I. 
When Jamieson wrote, silver had been falling for twenty 
years; nevertheless, his study led him to the conclusion 
that the silver prices of exports had not risen with the 
fall in exchange and that the silver prices of imports had 
declined very considerably.’ If he had written in 1900, 
his conclusions would have been different. As a matter 
of fact, he wrote during the very years when the solu- 
tion of the problem of the effect of falling exchange 
upon prices in silver-using countries was most baffling. 
There is no doubt that the explanation of the failure of 
the silver prices of Chinese imports and exports to rise 


7. Jamieson, Effect of the Fall in the Value of Silver, p. 657. 
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before 1893 rests largely upon the circumstance that 
gold prices in the West were falling; but I do not intend 
to enter upon a discussion of this problem. 

I do, however, desire to call attention to the fact that 
the rise in import and export prices in China began be- 
fore the rise in gold prices in the West. The index num- 
bers of prices in the chief trading countries of the West 
show that the rise in prices began in the year 1897.° In 
China the prices of imports and exports started upward 
three or four years earlier. This earlier rise in prices in 
China seems to me to be in accordance with the theoreti- 
cal propositions stated above, and to justify, in part at 
least, the assumptions upon which these propositions 
rest. 

The reader is asked to turn now from the general con- 
firmation of theory shown by the rise in each of the 
curves in Chart I during the whole thirty-year p-riod to 
the relation between the curves year by year. “uf prices 
change promptly with every change in Chinese ex- 
change, the curves ought to rise and fall together. It is 
plain, however, that they did not do so throughout the 
period. It is true that after the year 1908 the three 
curves move in the same direction each year, and, if the 
rise in export prices in 1907 is left out of account, the 
same thing may be said of the years after 1905. For the 
years before 1905 no such year-by-year relation can be 
established. It is to be observed, however, that the dip 
in the curve showing the equivalent of the United States 
dollar in Haikwan taels which begins with the year 1895, 
and the one which begins with the year 1899 is, in each 
case, approximately above a similar dip in the price 
curves, but that the movement in the price curves 


8. See, for example, the index numbers for France, Germany, Great 
Britain, and the United States, in Bulletin No. 284, Index Numbers of 
Wholesale Prices in the United States and Foreign Countries, of the 
United States Bureau of Labor Statistics. 
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comes somewhat later. It is not unreasonable to sup- 
pose that a lag of some years between changes in the gold 
price of silver and in import and export prices during 
the earlier years of the period became, during the later 
years, a lag of less than a year, as the result of improve- 
ment in the means of communication and transporta- 
tion as well as in the completeness and accuracy of the 
statistics. 

Attention has been called to the fact that two periods 
of marked and different character — a short period of 
a rapidly falling gold price of silver and another short 
period of a rapidly rising price — appear in the thirty 
years under consideration. The course of export and 
import prices during these short periods will now be 
dealt with. In the first place, consider the upward 
swing of the curve showing the equivalent of the United 
States collar in Haikwan taels during the years 1891 to 
1894. This rise in the curve means, of course, a rapidly 
falling gold price of silver. It was during these years 
that the great rise in export and import prices began. 
The rise continued, practically without interruption, to 
the year 1899 in the case of exports, and to the year 1900 
in the case of imports. This upward movement of 
prices is certainly to be regarded as offering a confirma- 
tion of the theory.°® 

In the second place, turn to the decline in the curve 


9. The Customs reports of the time contain comment upon these ad- 
vances in price and upon the demoralizing effect upon the trade of rapid 
fluctuations in exchange rates. The following, for example, is reprinted 
in Returns of Trade and Trade Reports (1895), p. 3, from a Shanghai 
market report of December 20, 1895: 

“ At the close of 1886, with exchange at 4s. 64d. and cotton in Liver- 
pool at 5jd. per pound, a Chinese could buy at auction in this market 
an assortment totaling 17 pieces of standard chop shirtings, jeans, T- 
cloths, sheetings and drills, at a cost of taels 31.85; whereas the same 
goods in 1895, with exchange at 2s. 11d. and cotton at 44d. per pound, 
would cost taels 40.70, or an advance of over 27 per cent.’’ The exchange 
rates and prices are in Shanghai taels. 
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showing the equivalent of the United States dollar in 
Haikwan taels for the years 1903-06, the short period 
of a rapid rise in the gold price of silver. Export prices 
fell during the two years after 1904, and, leaving out of 
account 1907, export prices were at a relatively low level 
in 1908. Import prices declined during these years. A 
glance at the chart shows how closely import prices 
varied with the gold price of silver during the years 
following 1903. 

The results of the examination of prices may be 
briefly summarized. (1) The decline in the gold price of 
silver over the whole period was accompanied by a con- 
siderable rise in the silver prices of imports and exports. 
In 1913 silver was worth in gold about half as much as 
in 1884. During these years export prices doubled and 
import prices rose by about two thirds. (2) Fluctua- 
tions in the gold price of silver over brief periods were 
followed by fluctuations in prices with increasing regu- 
larity and rapidity. (3) A sharp fall in the gold price 
of silver during the years 1891-94 was followed by a 
marked rise in prices; and a sharp rise in the gold price 
of silver during the years 1903-06 was followed by a 
noticeable fall in prices. These conclusions give good 
reason to believe that the changes in import and export 
prices were in accordance with the first and second pro- 
positions of the theoretical statement. 


IV. Tue MERCHANDISE TRADE AND TRADE 
BALANCES 


I proceed now to the consideration of the merchan- 
dise trade of the country during the thirty years under 
review. The theoretical propositions, it will be recalled, 
were: that a rise in export prices is followed by an in- 
crease in the total exports from China as measured in 
silver; that a rise in import prices is followed by a 
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decline in total imports; and that these changes mean 
a more ‘‘favorable” balance of merchandise trade. In 
the case of exports and of imports we may, of course, 
find that the growth of China’s trade has Lema larger 
totals as the country has been opened up; but, if the 
theory is to be verified, we ought to find a change in the 
direction of an excess of exports. 

The statistics showing the total value in Haikwan 


TasLe IV. — Exports, Imports AND TRADE BALANCES 
Exports from Imports into 





hina in China in Merchandise Trade 
Year millions of millions of Balances (Corrected) 
Haikwantaels Haikwan taels c A — 
Excess of Excess of 
Imports Exports 
1885 65.0 88.2 11.8 Pr 
1886 77.2 87.5 ‘it 1.8 
1887 85.9 102.3 4.1 
1888 92.4 124.8 19.2 
1889 96.9 110.9 1.7 
1890 87.1 127.1 27.8 
1891 100.9 134.0 19.8 
1892 102.6 135.1 20.3 
1893 116.6 151.4 22.8 
1894 128.1 162.1 21.6 
1895 143.3 171.7 16.4 
1896 131.1 202.6 58.5 
1897 163.5 202.8 26.6 
1898 159.0 209.6 37.9 
1899 195.8 264.7 54.4 
1900 159.0 211.1 39.9 
1901 169.7 268.3 85.4 
1902 214.2 315.4 92.3 
1903 214.4 326.7 103.9 
1904 239.5 344.1 104.6 
1905 227.9 447.1 219.2 
1906 236.5 410.3 273.7 
1907 264.4 416.4 152.0 
1908 276.7 394.5 117.8 
1909 339.0 418.2 79.2 
1910 380.8 463.0 82.1 
1911 377.3 471.5 94,2 


1912 370.5 473.1 102.6 
5 570.2 166.9 
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taels of exports from and imports into China have been 
taken from the annual Returns of Trade and Trade Re- 
ports of the Customs. The annual figures are to be found 
in Table IV. The data for the study of the merchandise 
trade are presented graphically in Chart IT (page 624). 
In this chart the upper curve shows the actual equiva- 
lent of the United States dollar in Haikwan taels, — not 
the relative equivalent as in Chart I, — and the curves 
in the lower part of the chart show the total value for 
each year of the imports and exports. In the case of im- 
ports and exports a curve showing the trend has been 
calculated, and these curves are presented in the chart 
for the purpose of facilitating the observation of rela- 
tive changes, that is, of changes from the usual rate of 
growth. 

The reader may well ask why the annual trade bal- 
ances do not appear in the chart instead of the export 
and import totals, if the theory is to be tested by changes 
in the trade balances. The reason is a double one. It 
was thought best, in the first place, to present curves 
showing the whole of the trade rather than the differ- 
ence between imports and exports, and, in the second 
place, to present curves showing the official statistics, 
even tho these statistics need correction for a part of the 
period. 

The annual merchandise trade balances are to be 
found in the two columns at the right in Table IV. Be- 
ginning with the year 1904, the balance is the difference 
between the value of imports and that of exports for 
each year. In the customs report for that year we are 
told that “‘the values of the articles entering into the 
foreign trade of China have this year, for the first time, 
uniformly been settled on the basis of the cost of the 
goods at the moment they enter into China’s interna- 
tional exchange, the c.i.f. value in the case of imports 
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and the f.o.b. value for exports.’”’! It is plain from this 
that no correction is necessary, in the opinion of the 
customs authorities, for the purpose of arriving at the 
true balance of merchandise trade from the year 1904 
on. The trade balances shown in the table for the years 
before 1904 are not the differences between imports and 
exports, but corrected figures. The necessity for the 
correction is undoubted and it has been pointed out by 
the customs authorities.? But the method of correction 
used by the customs has been questioned, and it is 
probable that it reduces the unfavorable balance by too 
large an amount.? My method of correction has been to 
subtract from the uncorrected unfavorable balance the 
total amount of the revenue from export and import 
duties. It is certain that complete information would 
make further corrections necessary. Too much signifi- 
cance is not to be attached to the actual amount of 
the excess of imports. The corrections dealt with in 
this paragraph do not, however, touch the problem of 
changes in the ratio of exports to imports over the 
thirty-year period, and it is with such changes that we 
are at present chiefly concerned. 

Consider the facts concerning the trade as they are 
presented in Chart II. It is apparent that the general 
changes are not in accordance with theoretical expec- 
tation. Increasing exports and decreasing imports were 
to be expected, or, in any case, such a relative change in 
imports and exports as to bring more ‘‘favorable”’ bal- 
ances. Both imports and exports increased throughout 
the thirty-year period. This increase may be set down 
as evidence of the growth of the trade. But it is clear 
: a Chinese Maritime Customs, Returns of Trade and Trade Reports, 

_ Chinese Maritime Customs, Returns of Trade and Trade Reports, 
1889, pt. i, p. 1. 


3. For Jamieson’s comments, see Effect of the Fall in the Value of 
Silver, pp. 649-650. 
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CHART II 
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that imports increased more rapidly than did exports, 
and that the excess of imports over exports became 
greater. The explanation of this growing ‘“‘unfavorable”’ 
balance of merchandise trade presents a problem of con- 
siderable difficulty. It will be remembered that in the 
field of prices there was substantial verification of the 
theory; the prices of both imports and exports rose 
during the thirty years. We now find that the rise in 
prices did not bring the further consequences that were 
expected. For the present I shall postpone my explana- 
tion of the unfavorable balances and proceed to a more 
detailed examination of the trade. 

A closer study of the trade balances brings out the 
fact that the excess of imports was greater during the 
later years of the whole period under review than during 
the earlier. The corrected figures show an average ex- 
cess of imports of 20,700,000 Haikwan taels for the 
years 1885-98 and no less than 110,000,000 for the 
years 1899-1913. The upper curve in the chart shows 
that the fall in the gold price of silver was at a more 
rapid rate during the years before 1900. In other words, 
the smaller excess of imports occurred during the years 
of the more rapid fall in silver. But there is better evi- 
dence than this of the consequences to be expected. 

I turn now to the consideration of the trade and trade 
balances during the two short periods, 1891-95 and 
1903-06. During the years from 1891 to 1895 the export 
trade grew at an unusually rapid rate, and this rate of 
growth was fairly well maintained through the year 
1899. During the years from 1892 to 1895 the curve 
showing the total value of imports dropped below the 
line of trend, and imports were relatively low in 1897 
and 1898 also. The excess of imports actually declined 
during the years 1894 and 1895 and remained small until 


4. The drop in imports and exports in 1900 was due in a large measure 
to the Boxer uprising. 
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after 1898. It has been pointed out that the silver prices 
of both imports and exports began to rise during this 
short period. When attention is turned to the years 
after 1891, and when changes in the ratio of exports to 
imports are considered, one finds fairly clear evidence 
that the course of events was in accordance with expec- 
tation. A sharp fall in the gold price of silver was fol- 
lowed by a rise in import and export prices, a relative 
decline in imports, a relative increase in exports, and 
more “‘favorable” trade balances. 

The reader is asked to observe even more closely the 
succession of events during the years after 1891. The 
relative increase in exports and decrease in imports be- 
gan soon after the gold price of silver started to fall; 
but the rise in prices shown in the chart did not precede 
the changes in the trade, as it ought to have done accord- 
ing to the statement of the theory. How then, it may 
be asked, is the increase in exports and the decrease in 
imports to be explained? It is probable that the rise in 
market prices did, in fact, precede the changes in the 
trade, and that this rise simply did not get into the 
customs records for some time. But other considera- 
tions need to be taken into account. In the export trade 
the succession of events may have been a fall in ex- 
change, followed by increased exports purchased at the 
same silver prices, and then higher silver prices as ex- 
change fell further, with a continued increase in the 
total exports measured in silver. There is reason to be- 
lieve that this is what took place in the case of raw silk. 
There were special reasons for increases in certain ex- 
ports. Hides, for example, were exported in unusual 
quantities as a result of famine in northern China dur- 
ing the years 1892 and 1893. In the import trade there 


5. Large exports of hides and comparatively cheap meat are usual 
during a famine in China. A limited supply of grain will not keep both 
the people and their animals alive through the winter, and the animals 
are sold. 
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were opposite movements in the prices of certain com- 
modities. The prices of kerosene oil and of sugar were 
falling, while the prices of grey shirtings and old iron 
rose. A great rise in the price of opium took place, but 
no account of it is taken in the statistics. Over so short 
a period as the two or three years after 1891 speculation 
played its part. Nevertheless, the fact that price 
changes preceded or accompanied the effects upon the 
trade during the years 1903-06 makes it reasonable to 
conclude that the important consideration in this con- 
nection is the failure of price changes to find their 
way into the customs records of the early nineties as 
promptly as they took place. 

Turn now to the later period and observe the course 
of the trade during the rise in the gold price of silver. 
Chart IT shows that the equivalent of the United States 
dollar in Haikwan taels began to fall in 1903, that a fall 
in import and in export prices followed, that imports 
were unusually great during the years 1905, 1906, and 
1907, and that exports were unusually small during the 
years 1905-08. At the same time, the excess of imports 
in the trade of China reached a remarkable height. It 
must be borne in mind that the Russo-Japanese War 
took place during this period (February, 1904, to June, 
1905), and that the war increased the imports into 
Manchuria and checked the exports from that region. 
The war was short, however, and when allowance is 
made for its effects, there remains a set of facts quite in 
accordance with expectation. 

The results of the inquiry into the merchandise trade 
may be summarized. Taking the thirty-year period as 
a whole, the changes in the import and export trade are 
found not to be consistent with the theoretical proposi- 
tions. A larger excess of imports was discovered to be 
characteristic of the years after 1900, when silver was 
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not falling as rapidly as it had fallen during the earlier 
years. It is only in the periods of greatest change in the 
gold price of silver, 1891-94 and 1903-06, that there 
appears a confirmation of the theory. 


V. Sitver MoveMENTs 


Having considered prices and trade, I turn next to 
the third set of facts to be examined, those concerning 
the movement of silver into and out of China. It is 
necessary here, as it was in the other cases, to make 
certain preliminary comments on the nature of the 
available information. In the first place, the customs 
records of the movement of silver and gold go back no 
further than the year 1888. The customs officials of the 
earlier years looked upon it as their task to keep records 
of the movements of only such goods as were dutiable, 
and there are no duties upon silver and gold. They now 
take a broader view of their duties, but it was not until 
the year 1888 that they began recording the movements 
of the precious metals. The customs statistics for the 
years 1888-1913 are shown in Tables V and VI and in 
Chart ITI.® 

The position of Hongkong presents difficulties which 
require more extended comment. Hongkong is a British 
possession and is dealt with in the trade statistics as if 
it were a foreign country, when, as a matter of fact, 
Hongkong is a silver-using financial center of great im- 
portance to southern China. The movement of silver 
between the ports of southern China and Hongkong is 
ordinarily seasonal; the shipments swell the figures 
showing the total import and export of silver, but they 
have a much smaller effect upon the net imports or ex- 
ports. During the year 1910, for example, the total 


6. It is to be noted that the lower part of Chart III is upon a larger 
scale than is the lower part of Chart II, which shows imports and exports. 
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Year 
1888 
1889 
1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 


Year 
1888 
1889 
1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 





TaBLE V.— Net Imports AND Exports oF SILVER 


Net Import 


6,005 


15,442 


TaBLeE VI. — Net Imports aNnp. Exports or Gop 


Net Import 


1,202 
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(In thousands of Haikwan taels) 


Net Export 
1,910 
3,558 
3,132 
4,825 


Year 


1901 


1909 
1910 
1911 
1912 
1913 


Net Import 


6,840 
21,795 
38,306 
19,249 
35,968 


(In thousands of Haikwan taels) 


Net Export 
1,673 
1,626 
1,783 
3,693 
7,332 
7,459 

12,774 
6,624 
8,114 
8,512 
7,704 
7,640 


Year 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 


Net Imports 


8,447 
7,059 
3,841 
2,450 

146 
1,533 
7,458 


movement of silver into and out of China was some 
66,000,000 Haikwan taels; of this total the trade with 
Hongkong and Macao (Macao being of little impor- 
tance) formed about 50 per cent. The net import of 
silver into China in 1910 was about 22,000,000 taels, and 
of this net import only one million taels was from Hong- 
kong. The difficulty presented by the seasonal move- 
ments is satisfactorily dealt with by using figures show- 
ing the net movements of silver. 





Net Export 


Net Export 
6,635 
9,410 


11,518 
6,822 





1,386 
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There are, however, exceptional years, such as the 
year 1902. There was a net export of silver of about 
14,000,000 taels in 1902. During this year the price of 
silver was unusually high in Hongkong, and dollars were 
sent to Hongkong from the cities of southern China. 
Since dollars were above ‘‘parity” in Hongkong, it is 
fairly certain that this silver was not sent abroad from 
Hongkong.’ The trade statistics of Hongkong do not 
enable this supposition to be tested, but corroboration 
is to be found in the statistics showing the net export of 
silver from the United States to Hongkong, which was 
unusually great in 1902, reaching a total value of 8,300,- 
000 United States dollars.* It is highly probable, then, 
that in 1902 the movement of silver was toward China 
(including Hongkong for the moment), and not away 
from China as shown in the Chinese statistics. It may 
be pointed out, in anticipation of the results of this part 
of the investigation, that these observations upon the 
year 1902 are, in part at least, an answer to objections 
which may be brought against my conclusions, so far as 
1902 is concerned, as to the verification of theory over 
short periods. It must be admitted that, for the whole 
period, the problem presented by unusual movements 
of silver to and from Hongkong which were not offset by 
opposite movements within the year cannot be satis- 
factorily solved. 

A final comment remains to be made. There was un- 
doubtedly an unrecorded movement of silver toward 
China throughout the thirty-year period. This was 
mentioned from time to time in the customs reports.° 
Silver was brought into China on the persons and in the 

7. This was the opinion of the statistical secretary of the customs at 
the time. See Returns of Trade and Trade Reports, 1902, p. 5. 
8. Statistical Abstract of the United States, 1909, p. 332. 


9. Chinese Maritime Customs, Returns of Trade and Trade Reports, 
1890, p. 193; 1905, p. xiv; 1911, p. 819. 











, 682 QUARTERLY JOURNAL OF ECONOMICS 


baggage of returning emigrants, and by boats that did 
not come under the jurisdiction of the customs authori- 
ties. In general, the import of silver was probably less 
fully recorded than the export. 

We may conclude, then, that we must rely upon the 
statistics of the net movement of silver, and that we 
cannot be certain of the significance of these net move- 
ments unless they show changes in the flow of silver 
that are fairly large and that persist beyond a single 
year. 

To turn now to the theoretical problem: the sixth and 
last proposition in the statement of theory was that, 
under the assumed exchange conditions, silver will be 
imported into China. It is now possible to undertake 
an answer to the question whether this import of silver 
has, as a matter of fact, taken place. In Chart III the 
upper curve shows once more the equivalent of the 
United States dollar in Haikwan taels, and the lower 
curves show the annual net import or export of silver 
and gold since 1888. Looking at the facts for the whole 
period, we find that there has been a movement of silver 
toward China at an average rate of about 5,000,000 
Haikwan taels each year; a net import, but, it is to be 
noted, a small one. 

If the facts are examined with the division of the 
period at the year 1899 in mind, the earlier period of a 
considerable fall in the gold price of silver is found to 
show an annual average net import of silver somewhat 
larger than the later period. I do not, however, believe 
that this division into two periods brings out the signifi- 
cant facts concerning the movement of silver. 

The movement of gold, shown by the dotted line in 
the lower part of Chart III, is more significant. It is 
plain that there is a close connection between silver 
movements and gold movements. A simple explanation 
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seems adequate. When silver falls in gold price, gold is, 
by that very change, made dearer in terms of silver and 
the export of gold from China is stimulated. When the 
gold price of silver rises, gold becomes cheaper to the 
Chinese holder of silver and the import of gold increases. 
Such changes in the gold price of silver provide an op- 
portunity to combine speculation and hoarding which 
is highly attractive to the Chinese.'! The verification of 
theoretical expectation presented by gold movements 
makes it reasonable to maintain that verification ought 
to be possible in the case of commodities valued in gold 
in a world market. Cheaper gold, which does bring 
about increased imports of gold into China, ought to 
bring about increased imports of commodities bought 
with gold exchange; dearer gold, which is seen to be 
followed by net exports of gold, ought to work out its 
consequences in the field of merchandise trade also. 

In the case of silver movements, as in the other cases 
which have been examined, the most unmistakable 
verification of theory is found when the short periods, 
1891-94 and 1903-06, are examined. During 1891-94, 
when silver was falling rapidly in gold price, the net 
import of silver increased rapidly. The sharp fall in the 
gold price of silver ended with the year 1894, and during 
1895 the net import of silver reached an amount — 
36,000,000 Haikwan taels — which was not equaled 
again until 1911. During the years 1903-06 the gold 
price of silver rose, and during these years there was 
regularly a net export of silver from China which 
reached a total of 31,000,000 Haikwan taels in 1907. 


1. The following comment (Chinese Maritime Customs, The Foreign 
Trade of China, 1921, p. 19) is appropriate, tho from a later period: 
“|, . the abnormally high value of silver created a keen desire among 
the populace, extending even to the lower classes, to turn into gold what- 
ever savings in silver they possessed, the favorite form being to purchase 
gold articles for personal adornment.”’ 
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A summary of the facts about silver may be put 
into one sentence. The recorded movement of silver 
was small throughout the years under examination, 
smaller in all probability than the actual movement; 
but, accepting the statistics as showing significant 
changes in the volume and direction of the flow, the 
movement of silver was such as the theoretical state- 
ment calls for. 


VI. RECAPITULATION AND CONCLUSION 


Three sets of facts have been examined in the fore- 
going pages: (1) import and export prices; (2) total 
values of imports and exports and trade balances; (3) 
silver movements. It may be pointed out once more 
that the information has been neither as complete nor as 
trustworthy as the student would like. The price statis- 
tics are from customs reports, not from market reports, 
and there is reason to believe that price changes were not 
recorded as rapidly as they occurred. The statistics 
covering merchandise trade and trade balances required 
correction for a part of the period under review. The 
statistics showing the movements of silver go back no 
further than 1888, and it is practically certain that they 
do not show the whole of the net import of silver into 
China. Nevertheless, I believe that the significant facts 
have been presented, that the important changes have 
been traced, and that the conclusions may be trusted. 

The purpose of the study has been to answer the 
question: Are the discoverable facts concerning Chinese 
trade consistent with that aspect of the theory of inter- 
national trade which may be held to apply to the case 
of a country using silver and trading with countries 
using gold? The results will now be brought together 
and stated briefly, without the qualifications which have 
been found necessary in the fuller presentation. 
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The conclusion which stands out as of first impor- 
tance concerns the two short periods, 1891-94 and 
1903-06. The earlier of these periods was one of a rapid 
fall in the gold price of silver. We have found, during 
or immediately after this period, the following succes- 
sion of events: (a) a rise in the silver prices of exports; 
(b) a rise in the silver prices of imports; (c) a relative 
increase in the total value of exports measured in silver; 
(d) a relative decline in the total value of imports; (e) a 
decrease in the ‘‘unfavorable” trade balances; and (f) 
unusually great imports of silver. The second and later 
of these two short periods was one of a rapid and un- 
usually persistent rise in the gold price of silver. During 
this later period we have found the following: (a) some 
evidence of a fall in the silver prices of exports; (b) a fall 
in import prices; (c) a relative decline in total exports; 
(d) a relative increase in imports; (e) an unusually large 
excess of imports; and (f) unusually great exports of 
silver. For these periods the course of events has been 
so closely in accordance with theoretical expectation as 
to enable it to be said that the international trade of 
China offers, during these briefer periods, substantial 
verification of the theory which has been advanced. 

An attempt to draw conclusions as to verification 
from a study of changes year by year in prices, trade 
balances, and silver movements came to little or no 
result, and the search for significant differences between 
the periods 1885-98 and 1899-1913 was not successful. 

Over the whole period of thirty years the movement 
of prices was as expected. There was a marked rise in 
both import and export prices in silver. Moreover, 
this rise began during the years 1893 and 1894, that is, 
during years when silver was falling rapidly. By 1913 
prices were nearly double what they had been before 
1885. Over the whole period of thirty years the net 
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movement of silver was small, amounting to no more 
than about 5,000,000 Haikwan taels per year. But the 
movement of silver was toward China — a net import 
such as was to be expected on grounds of theory. 

If, in addition, there had been such changes in the 
import and export trade as to bring increasing ‘‘favor- 
able” trade balances or, at least, a decline in the ‘‘un- 
favorable” trade balances, it would be possible to hold 
that the general facts concerning merchandise trade 
showed some verification of the theoretical propositions. 
But changes of this sort in the merchandise trade did 
not take place. It is true that during the years 1893-95 
and 1903-06 alterations of the expected sort did mani- 
fest themselves in the trade; but over the whole period 
imports increased more rapidly than did exports, and 
the excess of imports became greater. The pull, if I may 
so call it, of the forces to which attention has been 
directed in this study was powerful enough, during two 
brief periods, to make its effects evident in the general 
trade statistics. This pull, however, brought little more 
than a modification of a persistent growth which cannot 
be explained by the theoretical principles upon which 
this study has been based. The increasing excess of im- 
ports, an anomaly from the point of view of the theoreti- 
cal statement, presents problems with which I now pro- 
pose to deal. 

My explanation of the failure of the merchandise 
trade to show changes consistent with the theory is in 
the form of an answer to two questions: (1) Why, when 
silver prices of exports were rising, did not the total 
exports from China increase more rapidly? and (2) Why, 
when silver prices of imports were rising, did not the 
import trade suffer a check? I am proceeding upon the 
opinion, supported by the known facts, that the silver 
prices of domestic goods in China, Chinese wages, and 
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other expenses, did not rise as soon as, or to the height 
that, import and export prices did. In answering the 
two questions which I have just asked I shall present 
briefly, and with no attempt at proof, certain general 
conclusions which have been arrived at as a result of the 
study of the foreign trade of China in all its aspects. 
In answer to the first of the questions, it seems to me 
that the following observations are pertinent. The pro- 
ducers of the chief exports from China are scattered 
Chinese farmers, and the commodities for export are, in 
many cases, by-products of agriculture carried on for 
subsistence and not for the market. Moreover, the 
Chinese farmer is unable to read and is uninformed as 
to market conditions. He offers a striking contrast to 
the comparatively well-informed American farmer who 
produces for the market a staple export such as wheat. 
The stimulus of higher prices reaches the Chinese 
farmer slowly and it brings about a slow response. A 
second consideration is that China is better organized 
for trade than for production. Higher prices for Chinese 
products bring activity among the brokers and middle- 
men, but a tardy response from the producers. This is, 
I believe, one of the reasons for the adulteration and 
fraud which have frequently accompanied the growth in 
importance of some new export commodity. The mid- 
dlemen were too impatient to wait for an increased sup- 
ply of, say, strawbraid or wood oil. The slowness with 
which this increased supply was forthcoming was an 
additional temptation to dishonest practices. It may 
be added that the industrial organization of China 
makes it difficult for her producers to provide great 
quantities of standardized goods. It is obvious that 
modern trade finds difficulty in handling products which 
cannot be bought and shipped under conditions of 
assured standardization. During the period under 
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consideration the Chinese export trade met the keen 
and growing competition of India and Japan in tea and 
silk. The Chinese merchant and the Chinese farmer are 
not different from the merchants and farmers of other 
countries in their desire to sell in the best market and to 
take advantage of rising prices; but the nature of the 
economic, social, and industrial organization of the 
Chinese is such as to interpose barriers to the early re- 
sponse which would, in other countries, follow higher 
prices for exports. 

The explanation of the rapid growth of the import 
trade in the face of rising prices may be stated in a sec- 
ond series of generalizations, of which the most impor- 
tant is that China was being rapidly opened up to trade 
during the thirty years under consideration. When, as 
the result of the building of a railway or the establish- 
ment of a steamship line, a new city is thrown open to 
foreign trade, the buyers of imported commodities in 
such a city become purchasers at prevailing prices. 
Prices under the new conditions of trade and transpor- 
tation are not compared with earlier prices. In fact, the 
development of modern means of transportation has 
made imports cheaper in certain cities in the interior of 
China while they were rising in price at the treaty ports. 
In the next place, some weight must be given to the 
strength of habit and custom. The opium trade pro- 
vides the best possible example. This trade grew in 
spite of considerable advances in price. Many imports 
from foreign countries are bought by the well-to-do 
among the Chinese, and changes in price produce com- 
paratively little effect upon the demand. I have in mind 
a whole array of small wares, such as cosmetics, photo- 
graphic supplies, thermos bottles, and jewelry, com- 
modities that make up a surprisingly large fraction of 
the total import trade. Some consideration must be 
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given to the insistence of foreign merchants and of 
foreign governments upon the rapid opening up of the 
country to foreign trade, and to the aggressive adver- 
tising and selling methods of the foreign business men 
in China. It is along these lines, I believe, that the ex- 
planation of the course of the import trade lies. 

The Chinese have, by the nature of their economic 
and industrial organization, offered what may be de- 
scribed as passive resistance to the penetration of foreign 
trade. The price changes which are shown in Chart I 
were such as to create the expectation that this passive 
resistance would be broken down first in the export 
trade. As a matter of fact, it has been broken down 
more rapidly on the import side. The reasons for this, 
which have been outlined above,? lie beyond the price 
mechanism with which this study has been concerned. 
The outstanding fact about China’s trade in general 
from 1885 to 1913 is not that the gold price of silver 
fell. It did fall, and the course of events during 1891-94 
and 1903-06 shows that the fall in silver exerted the 
expected influence upon the trade. But the outstanding 
facts are Chinese emigration, the aggressiveness of for- 
eign traders, the passive resistance to trade offered by 
the economic organization of the Chinese, and the 
smallness of the foreign trade of the country. 

Let me turn, in my closing paragraphs, to the theo- 
retical problems involved in this study. I have pro- 
ceeded upon a simple assumption regarding the cause 
for the deviation of the gold price of silver from the 
normal, that is, from such a price as would satisfy the 
“equation of international demand’’ — namely, that 
the deviation was due to the discovery of rich silver 

2. The problem of the payment for China’s excess of imports involves, 
I believe, a study of the remittances to China by Chinese emigrants 


abroad. The Chinese have made an important place for themselves in 
the trade and industry of the whole Pacific area. 
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mines in the West or to the discarding of silver from 
Western currencies. In addition, I have carried on the 
investigation upon the supposition that the deviation 
might require a considerable length of time for correc- 
tion, and I have looked for the verification of the theo- 
retical propositions over the whole period of thirty 
years. 

The expected consequences have shown themselves 
in a sufficient number of the fields of investigation to 
justify, in my opinion, the reasonableness and useful- 
ness of the assumptions I have made. But in one im- 
portant particular this has not been the case: the mer- 
chandise trade and trade balances have not, over the 
whole period, shown such alterations as to offer verifica- 
tion of the theory. I have undertaken to explain the 
inconsistency by pointing to peculiarities in the Chinese 
situation which rest upon the nature of the industrial 
and economic organization of the Chinese. In other 
words, I have found it necessary to go outside of the 
theory for the explanation of the general course of 
Chinese trade. It may well be asked whether, under 
other assumptions and from another point of view, the 
theory may not be so stated as to fit the facts better and 
leave no inconsistencies requiring explanation. 

Such an alternative statement of the theory is to be 
found in the testimony of Professor Marshall before the 
Royal Gold and Silver Commission of 1888. The as- 
sumption upon which Professor Marshall’s statement 
of the theory is based is that the time that may be 
supposed to elapse between the deviation of the gold 
price of silver from the normal and the correction of the 
deviation, is short. He made his point of view clear a 
number of times, usually in answer to questions con- 
cerning his opinion as to the existence of a bounty upon 
exports from India due to the fall in Indian exchange. 
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Consider the following answer to such a question: “It 
is a fundamental law of commerce that the silver price 
of things must be the same in two countries which have 
free trade with each other, after allowing for differences 
in the cost of transport. If there had been for a short 
time any considerable premium of this kind on expor- 
tation from India, if there had been even for a short 
time a large fall in the gold price of silver in England 
without a large fall in the gold price of commodities, 
there would have been an enormous export of silver 
from Europe to India.” In reply to a further question, 
Professor Marshall stated it as his opinion that a bounty 
upon exports from India did exist ‘during the interval 
in which she was importing silver in exceptionally large 
quantities; but,” he added, “‘that is a thing which she 
is not now doing. If she were to take an increased 
amount of silver, that would give a small bounty to her 
exporters as long as she was taking it.”’ ® 

From Professor Marshall’s point of view the Chinese 
case does not present the difficulties upon which I have 
dwelt. The periods 1891-94 and 1903-06 are to be re- 
garded as intervals during which the gold price of silver 
did deviate from the price called for by the conditions 
of demand, with the expected results. These deviations 
were quickly corrected by the flow of silver. Changes 
in the gold price of silver over the whole period are to be 
regarded as due to new conditions set by the play of 
reciprocal demand, and the growing excess of imports 
not as an inconsistency but as evidence of the operation 
of these new conditions. The theoretical steps were 
traversed quickly; it was a mistake to suppose that it 
would be otherwise and to look for the consequences 
over so long a period as thirty years. 


3. Final Report of the Royal Gold and Silver Commission, 1888; 
answers to questions 9744, 9782, and 9783. 
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To accept Professor Marshall’s interpretation seems 
to me to raise at least one difficulty of first importance 
which cannot be overcome without more complete in- 
formation concerning prices in China. The failure of 
the gold price of silver to satisfy the ‘‘equation of inter- 
national demand” during, say, the period after 1891 
must have been corrected by a prompt rise in the silver 
prices of domestic goods in China. The interval must 
have been short before the reéstablishment of such a 
price level in China as to make the silver price of things 
the same in China and the West. Professor Marshall 
believed that this prompt rise of prices took place in 
India. He has called attention to “‘the evidence that, in 
spite of popular opinion to the contrary, prices in India 
fluctuate as much as they do in England.” ‘ 

I cannot make a statement of this sort concerning 
China. The evidence seems to me to point to quite the 
opposite conclusion. It is impossible to offer proof, for 
I was unable, as I have pointed out above, to find trust- 
worthy information concerning the movement of domes- 
tic prices in China. I believe that Chinese prices and 
wages have risen in recent years in those regions directly 
influenced by foreign trade. It is probable that China 
presents a succession of areas more and more removed 
from the currents of modern commerce, and that the 
trade between these areas is to be explained upon the 
principles of international rather than domestic trade. 
Professor Marshall’s opinion concerning India is no 
doubt to some extent true of China — that is, when ap- 
plied to the part of the country which is completely 
opened to trade. Over the greater part of the country, 
I am convinced, the inflow of silver has had but little 

4. Final Report of the Royal Gold and Silver Commission, 1888; 
answer to question 9809. See also Money, Credit and Commerce, pp. 


317-318, where evidence before the Indian Currency Commission of 
1899 is reproduced. 
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effect. I would say of China what Professor Taussig has 
said of India: ‘Prices in India did not accommodate 
themselves to the new relation between gold and silver. 
Silver flowed into India and prices did rise in that coun- 
try. But they rose very slowly in this huge and sluggish 
population of hundreds of millions, with its semi- 
medieval conditions and great tenacity of custom.’ ® 
Hence it has seemed to me best to base the statement of 
theory upon the assumption that the effects of the falling 
gold price of silver were to be looked for over a long 
series of years. The theory certainly ought not to be so 
interpreted as to require that the chain of consequences 
be completed within a short period. 

The question at issue may be put thus: How rapidly 
do prices adjust themselves to a new set of conditions in 
the field of the foreign exchanges? The question can be 
answered only as the facts in each case are examined. It 
presents itself when the exchanges are disturbed by de- 
preciated paper money, in much the same way as when 
there are disturbances in silver exchange; and the 
answer for a country in Europe under paper may well 
be different from that for a country in Asia under silver. 
The present paper deals with the Chinese case only. I 
am convinced that, in China the adjustment is taking 
a long time. 

C. F. Remer. 


Wituiams COLLEGE. 


5. Principles of Economics (3d ed. rev.), vol. i, p. 462. 
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I. WacEs 


THE method of wage payment in the whaling indus- 
try was a singular one. The whaleman was not paid by 
the day, week, or month, nor was he allowed a certain 
sum for every barrel of oil or for every pound of bone 
captured. Instead, his earnings consisted of a specified 
fractional share, known as a lay, of the total net pro- 
ceeds of a voyage. During the middle decades of the 
nineteenth century, the golden era of American whal- 
ing, this fraction ranged from j or ; in the case of a few 
favored captains to 55 for a young and inexperienced 
cabin-boy. Between these two extremes there was at 
any given period an approximation toward a going rate 
for each of the different ranks on board a whaler. The 
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captains, mates, boat-steerers, and coopers received 
“short lays” ranging from } to 7 of the net proceeds; 
the able and ordinary seamen, stewards, cooks, and 
blacksmiths were entitled to shares which varied from 
ii to 74; the green hands and boys had to be content 
with “long lays” which fluctuated from ;i5 to 3%; while 
instances of fractions as small as 555 to ss were occa- 
sionally encountered. 

Obviously the amount of earnings represented by a 
given lay could not be definitely calculated until the 
close of an entire voyage, which often extended over a 
period of 40 months and not infrequently over 45 to 48 
months. The determination of the exact amount of 
wages due to the various members of a crew therefore 
involved a large amount of bookkeeping. The gross 
value of a cargo was computed at the current market 
price for the various qualities of oil and bone, regardless 
of whether it was sold at once or held for future sale by 
the owners. The net proceeds were then obtained by 
subtracting from this gross value a number of charges, 
which included pilotage, wharfage, gauging, commis- 
sions for the sale and handling of the cargo, coopering, 
and the expenses of watchmen. Each man’s earnings 
then consisted of that fractional share of this net sum 
which was specified in his lay. 

Thus at the close of the fourth whaling voyage of the 
ship Benjamin Tucker, of New Bedford, in 1851, the 
cargo consisted of 73,707 gallons of whale oil, 5,348 
gallons of sperm oil, and 30,012 pounds of whalebone. 
At the current market prices of 43 cents a gallon for 
whale oil, $1.25 a gallon for sperm oil, and 31 cents a 
pound for whalebone, the gross value of this cargo was 
found to be $47,682.73. After subtracting from this a 
series of charges which amounted to $2,362.73, the net 
proceeds were fixed at $45,320. A green hand with a 











646 QUARTERLY JOURNAL OF ECONOMICS 


lay of a5 was then entitled to $226.60 as his gross earn- 
ings for the entire voyage; while a seaman with a lay of 
7@ Was credited with $283.25.! 

But the amount of a man’s lay was only one of many 
items which entered into the determination of the 
sum of money which he actually received at the 
close of a cruise. For throughout all the slowly passing 
months of a voyage both captain and agents kept an 
account showing all deductions, advances, and credits 
for each member of the crew. The final settlement with 
each man then consisted in balancing his account after 
computing and including the amount of his lay as the 
dominant credit factor. Normally there was a balance 
in his favor, which was paid in cash or by means of an 
order on the owners. But it was not unusual for a 
seaman to find himself actually in debt to the agents of 
the vessel in which he had worked for a period of two 
to four years. 

The items on the credit side of a typical whaleman’s 
account were by no means numerous. In truth, the 
only entry of significance was the amount of his lay. 
A few dollars which he had earned as a bounty for sight- 
ing whales which were subsequently captured, and an 
occasional order against the lay of some other member 
of the crew — these completed the scanty list of his 
rights to receive actual money. There were, however, 
several other things which he had obtained in kind, in- 
cluding meals, a bunk in the forecastle, and all neces- 
sary equipment except his clothing and bedding, which 
he was expected to provide for himself. 

In contrast to such a simple credit sheet, the debit 
side of the ledger presented a discouraging array of en- 
tries. Some of these charges were made by the owners 


1. Figures taken from the original crew accounts of this vessel. 
The manuscript is now in the New Bedford Public Library. 
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in the home port, while others originated with the cap- 
tain during the voyage. The owners’ list included the 
sum advanced for the man’s original outfit of clothing, 
secured just before sailing; interest on this sum; a charge 
of $5 to $10 for loading the vessel, and a similar amount 
for unloading; a contribution of $1 to $3 for defraying 
the expenses of a medicine-chest; and, in some instances, 
special payments to a man’s family or dependents. 

A second set of debits was derived from the captain’s 
records. The most significant of these deductions com- 
prised the slop-chest account, containing a notation of 
all the supplies which any given man had purchased on 
credit from the ship’s store, or slop-chest; the amounts 
of cash which had been advanced to him, mainly to pro- 
vide spending-money while in port; and the interest 
charges, calculated at generous if not exorbitant rates, 
on the sums advanced. In addition there were not in- 
frequent special charges against individuals. If a 
deserter had been unfortunate enough to be caught 
and returned to his vessel he was made to bear the 
expenses of his recapture. Members of the crew were 
held responsible for lost or stolen articles whenever 
the guilt could be fixed. As a particular favor a captain 
would occasionally honor an order that some man in 
dire need of funds had drawn against his lay. 

While not all individual accounts contained this full 
list of subtractions, the exigencies of seafaring life were 
such that virtually all whalemen were compelled to ask 
for advances of cash and equipment and to patronize 
the slop-chest. These twin necessities were responsible 
for well-nigh universal debit items, which quite over- 
shadowed those arising from all other causes, and con- 
stituted formidable deductions from the gross lays. 

Except for some agricultural pursuits and certain 
branches of the fishing industry, both past and present, 
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the type of labor contract represented by the lay is 
essentially without a parallel.2 There are, it is true, 
other arrangements which resemble it so far as concerns 
the general principle of dividing the net proceeds of an 
undertaking, in some prearranged proportion, between 
one set of persons charged with the functions of man- 
agement and ownership, and another set whose obliga- 
tion it is to provide the necessary kind and amount of 
labor. But with this general principle the resemblance 
ceases. For it is impossible to classify the lay system 
under any one of the commonly recognized methods of 
remuneration. Obviously it bears no relation to the 
familiar time wage, or the piece wage, or the numerous 
variants of the task and bonus system. Nor is there any 
resemblance between it and the sliding scale, the arbi- 
trary bonus, or labor copartnership. Profit-sharing and 
gain-sharing are suggested, but hardly more. Neither 
is there any hint of codperation, for the foremast hands 
possessed not even the most indirect part in the func- 
tions of ownership or of management. 

Perhaps payment by means of the lay can be best 
described as a system of product-sharing accompanied 
by an enforced, rather than voluntary, division of 
risks. By placing the remuneration of the whaleman 
wholly upon the basis of an assigned fraction of the net 
proceeds of an entire voyage, the whaling merchants 
forced their crews to share to the full the risks involved 

2. Various forms of product-sharing have been practised, of course, 
in both fishing and agriculture. But whereas in principle these schemes 
are not unlike the whaling lay system, the modifications necessary under 
the circumstances render the difference in degree so great as to be quite 
as significant as a difference in kind. Thus the fishing and agricultural 
plans involve relatively small-scale, short-time, direct-bargaining pro- 
jects in which the number of persons is a mere handful. Whaling, on the 
other hand, displays, among other significant peculiarities, long periods 
of two to four years between settlements, heavy investments, impersonal 


relationships between owners and large groups of seamen, and an 
elaborately organized system of heartless exploitation. 

















649 





THE WHALING INDUSTRY 


in the enterprise, without allowing them the slightest 
part in the determination of the degree of those risks. 
The hazards of the chase and the dangers of wind and 
wave were, of course, in the last extremity beyond hu- 
man control. But there remained a considerable range 
of risk-determining factors which were amenable to 
conscious regulation. Such were the selection of cap- 
tain, mates, and seamen, the soundness of the vessel, the 
adequacy of the equipment, the choice of whaling 
grounds, the strategy of the chase, and the business 
judgment displayed in disposing of the product. 

In the decisions regarding these matters, however, 
the members of the crew had no voice. Instead, they 
contributed their labor throughout the voyage, often 
under conditions of hardship, privation, and imminent 
danger, and in addition assumed their full share of the 
risks of the enterprise, financial as well as physical. 
They were, it is true, assured of food and lodging, such 
as they were, as long as they remained on board. The 
owners, on the other hand, undertook the responsibili- 
ties of management, the assumption of labor risks as 
well as business and physical risks, and the provision of 
enough capital to furnish vessel, food, equipment, and 
the advances of cash and supplies necessitated by the 
penniless condition of the crew. 

The earnings of a whaleman thus constituted a re- 
ward not only for the performance of labor under 
peculiarly trying conditions, but also for the assumption 
of both business and physical risks. For the size of his 
lay, representing his wages, was directly dependent upon 
the business risks centering about price fluctuations, as 
well as upon the physical risks of storm, fire, stranding, 
and poor luck on the whaling grounds. Consequently, 
wages varied with profits, and were payable only in 
direct proportion to the amount of profits. If the profits 
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of a given voyage were great, the earnings of the crew 
would be correspondingly high; if profits were small, 
earnings would be low; while if there were no profits at 
all, wages, too, would disappear entirely or be reduced 
to a nominal sum. 

It is apparent that this lay system constituted a par- 
tial shifting of the most distinctive and onerous entre- 
preneurial function, the bearing of industrial risk, from 
the entrepreneur to the worker. Instead of the usual 
situation in which the enterpriser contracted to pay a 
definite rate of wages to his workmen and assumed the 
risks of an industry, a special condition was created 
under which the whaling merchant materially lightened 
his financial burdens by proportioning his wages bill to 
the amount of his profits. And, obviously, the more 
his risks were decreased in this manner, the more were 
those of his workers increased; for their wages were 
dependent not upon the mere performance of certain 
stipulated kinds and amounts of labor, as in the ordinary 
industry, but upon the financial success of the under- 
taking in which their employer had engaged them to 
take part. 

This situation raises the question whether such a 
change in the allocation of the risks of the industry was 
accompanied by a corresponding change in the relative 
proportions of profits and wages. Did the whaling en- 
trepreneurs, having divested themselves to an appre- 
ciable degree of the most important function for which 
business profits constitute a reward, suffer also a reduc- 
tion in the percentage of the net proceeds of the indus- 
try available as profits? Did the laborers, having 
assumed in part the burdens of business risk, secure an 
appropriate increase in the percentage of the net pro- 
ceeds going to wages? 

Unfortunately the available material does not lend 
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itself to a neat and conclusive answer. It may be stated 
with some degree of assurance, however, that the total 
wages bill of the industry, as indicated by the gross lays, 
did not increase relatively to the total amount of profits 
in the same degree as did the risks of the workers in 
proportion to the risks assumed by the profit-takers. 
Evidence tending to support such a point of view may 
be found in the fact that approximately 70 per cent of 
the net proceeds of the average voyage went to owners 
and agents, leaving only 30 per cent for the crew, in- 
cluding captain and mates; in the slow but steady de- 
crease of the fractional lay throughout the first half of 
the nineteenth century; in the common occurrence of 
surprisingly small money lays; and finally in the no- 
torious system of extortionate charges for advances of 
goods and of cash, which reduced still further the real 
wages.* 

It is necessary to recall also that bodies of laborers, in 
determining upon their wage demands, are prone to 
underestimate the extent of the future risks which they 
may encounter. The resulting tendency toward the 
under-payment of risk-bearing by workers was greatly 
strengthened in whaling by the lack of bargaining power 
on the part of the foremast hands. Legal, social, eco- 
nomic, and racial disabilities, in addition to the intense 
individualism of the early nineteenth century, pre- 
vented even the thought of collective bargaining. And 
in individual bargaining there were the insurmountable 
handicaps of ignorance, inexperience, intoxication, and 
that peculiar spirit of reckless abandon which so often 
characterized the seaman ashore. 

This lack of bargaining power on the part of the 


3. The detailed figures serving as a warrant for these statements were 
secured through an analysis of hundreds of individual accounts found in 
the collection of scores of original manuscript whaling account-books 
now in the New Bedford Public Library. 

















652 





QUARTERLY JOURNAL OF ECONOMICS 


whaleman was reflected in the fact that his lay, stated 
in fractional terms, was steadily becoming smaller 
throughout the period extending from 1800 to the mid- 
dle of the century. That is, his wage bargain entitled 
him, as time went on, to a smaller fractional share of 
the voyages for which he shipped; so that, while during 
the first decade of the century he received, if an ordinary 
seaman, a lay that was approximately 7 of the net 
proceeds, by 1850 this fraction had fallen to about 33.‘ 

Several main tendencies may be distinguished in 
attempting to account for this long-continued drop. 
The gradually deteriorating character and efficiency of 
the crews constituted one significant factor. It was 
natural, and perhaps inevitable, that the lay should fol- 
low the downward path of the caliber of the foremast 
hands. As an outgrowth of this same movement, too, 
arose the temptation to exploit to the full the economic 
helplessness of the inferior crews. The use of heavier 
vessels and of more elaborate equipment necessitated 
the employment of more and more capital in the indus- 
try; and this in turn created both a need and a desire to 
enlarge the proportion of the net proceeds available as 
profits. 

The fall of the fractional lay was also interpreted, at 
times, as the mere counterpart of the increasing size of 
the cargoes secured by the larger vessels of the later 
years. It was held to be necessary, as a means of pre- 
venting an automatic and unintended rise in whale- 
men’s earnings, to vary the fractional lay in inverse 
proportion to the quantity of oil and bone secured. 
Thus a “long lay” of only ;i5, if applied to a cargo of 
80,000 gallons of oil and 20,000 pounds of bone, was 
equal in amount to a “short lay” of 7 of a catch of 
40,000 gallons of oil and 10,000 pounds of bone. 


4. See note 3, page 651. 
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Such an analysis, however, quite overlooked the fact 
that the greater catches were secured, in general, only 
as the result of correspondingly longer cruises. A lay of 
i in a large vessel was equal, it is true, to an amount 
double that represented by ;i5 of a cargo half the size 
of the first; but if the former also required a voyage 
twice as long, there was exactly the same earning capac- 
ity for any given period in both cases. And even such 
a comparison neglected the pertinent fact that, owing to 
price fluctuations and differences in quality, the value 
of a catch was not necessarily in direct proportion to 
its quantity. 

The whaleman’s earnings thus emerged as the result 
of the interaction of four major variables — the frac- 
tional lay, the size of the cargo, the length of the voyage, 
and the prices of oil and bone. As such, it was difficult, 
but not impossible, to isolate the effect of a change in the 
fractional lay alone. If the drop in the lay had been ac- 
companied only by an increase in the average size of 
vessel and cargo, there would have been no necessary 
reason for interpreting it as a fall in earnings; but since 
there was a simultaneous increase in the average length 
of voyage which was at least as pronounced as the 
growth of the cargo, it became apparent that there was 
a fall in nominal wages when reckoned on a monthly or 
yearly basis. 

This was true, in varying degree, of all ranks aboard 
a whaler except those of captain and first and second 
mates. That the fractional lays of these three highest 
grades escaped the general lowering process and re- 
mained practically stationary meant that their earn- 
ings increased both absolutely and relatively — a fact 
that is to be attributed to the necessity of keeping 
capable and responsible men in the positions of com- 
mand in order to cope with the increasing difficulties of 
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supervision which accompanied the deterioration in the 
character of the crews. 

It seems reasonably clear, then, that under the lay 
system the whaleman received little or no extra reward 
for the enforced assumption of an appreciable share of 
the business risks of the industry. In view of the un- 
usual extent and intensity of those risks, it is not sur- 
prising to find that they were diffused as widely as 
possible, instead of being focussed sharply upon the 
entrepreneur. In the simple beginnings of American 
whaling, when small vessels and short voyages were the 
rule, and when worker and entrepreneur were closely 
associated if not entirely merged, risk-sharing by means 
of product-sharing constituted. a natural and logical 
method of remuneration. Each party to the division 
was able to bargain on terms of equality with the other. 
But with the clear-cut division of function which char- 
acterized the later development of the industry a situa- 
tion emerged in which custom, the deteriorating char- 
acter of the crews, and the greater bargaining power of 
the enterpreneur-owners caused the worker to retain 
his full share of business risk even while relinquishing 
his claim to a corresponding proportion of the net 
proceeds. 

But altogether aside from the questions connected 
with the size of the lay was the fact that the great ma- 
jority of whalemen failed to secure even the full value 
of the sums called for by their fractional shares. So 
completely did the whaling merchants insist upon their 
crews’ dividing with them the risks of the industry that 
they refused to pay outright to anyone a single cent of 
his earnings until vessel and cargo were safe in port. 
Consequently the only way in which a seaman might 
obtain even the smallest sum in cash was to secure it in 
the form of a loan extended by the owners through the 
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captain; and such loans bore interest at rates which 
were by no means nominal.’ The prices charged for 
both original outfit and slop-chest articles, too, were 
notoriously high and often extortionate. And at the 
time of the final settlement, principal and interest of 
these loans, the prices of all goods obtained, and other 
charges of doubtful justification appeared among the 
items to be deducted from the amount of the lay. It is 
apparent that in so far as these charges were unjustifi- 
able in any sense they represented deductions from total 
wages which were far from giving the crews full value 
received. Thus a large proportion of the average whale- 
man’s gross earnings came to him in the form of goods 
and cash secured upon extremely unfavorable terms. 

Such a paring down of real wages accounted in part 
for the fact that the lay system failed entirely to provide 
an incentive toward better and more energetic work on 
the part of the foremast hands. Since wage payment by 
means of the lay served to render the earnings of the 
whalemen directly dependent upon securing the greatest 
possible catch in the shortest possible time, it would 
seem that under it they should have been stimulated 
to hearty endeavor. The absence of such a looked-for 
result must be attributed in part to the unambitious 
character of the crews. But it was due in far greater 
degree to the many conditions which brought about a 
lack of apparent connection between the immediate 
efforts of any individual and the ultimate amount of his 
earnings. Such conditions included the attitude and 

5. Since these sums were advanced for periods ranging from several 
months to several years, it was natural to charge interest. The practice 
was open to criticism, however, because of the usurious rates which were 
often charged, and still more because no attempt was made to allow 
interest on the accumulating earnings of the crew, which were withheld 
until the close of the voyage. There would seem to have been no sound 


reason for charging interest in the case of advances and not allowing it 
on accumulating but unpaid wages. 
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actions of the remaining members of the forecastle; the 
whaling skill, navigating ability, and trading shrewd- 
ness of the captain; the business judgment of the agents 
and owners; the varying fortunes of the chase as regards 
both the sighting of whales and their subsequent cap- 
ture or escape; the nature and amount of the debit 
items accumulated during the course of a voyage; and 
the fluctuations in the market price of oil and bone. The 
efforts of any individual member of a crew to render a 
voyage successful by returning with a “full ship” at 
the earliest possible date might be offset by any one or 
more of these circumstances over which he was able to 
exercise little or no control. This fact, coupled with the 
apathy, indifference, and growling antagonism to the 
interests of officers and owners manifested on most 
whalers, brought about a situation in which the average 
foremast hand worked only under the immediate spur 
of a brutalizing discipline, and was as inefficient and as 
careless as the relentless and arbitrary supervision of the 
mates would allow him to be. 

But in spite of this lack of incentive and the abuses, 
hardships, and low earnings characteristic of whaling, 
the labor supply was not inadequate to meet the de- 
mands of the industry. Hands, such as they were, 
were not lacking to man the vessels. In fact, the whal- 
ing forecastles attained a degree of cosmopolitanism 
which was as striking as it was unexpected in mid- 
century New England. A whaler putting out from New 
Bedford, Nantucket, or the smaller ports carried a 
motley crew drawn from all parts of the world and from 
all social strata. There were lads from the old whaling 
families, who were being initiated into the traditions of 
the industry and who expected to carry on the family 
fortunes; and there were adventurous youths from in- 
land farms and cities, who had been attracted by the 
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mendacious advertising of the shipping-masters, by 
love of the sea, or by the lure of foreign travel. 

In sharp contrast to such well-intentioned green 
hands were other and less desirable types. These in- 
cluded escaped convicts and unapprehended criminals; 
those who were temperamentally unfitted for the re- 
straints of custom and convention necessarily imposed 
in a civilized community; the unprincipled and immoral 
wretches who wanted to get ‘‘off soundings” in an at- 
tempt to escape from the Ten Commandments; and the 
few who chose this method of gratifying a dominating 
spirit of wanderlust. Other groups, less experienced in 
the ways of civilization, comprised the untutored Portu- 
guese of the Azores and Cape Verde Islands, the negroes, 
the Kanakas, or South Sea Islanders, a remnant of Gay 
Head Indians, and a varied assortment of half-breeds. 
The remaining bunks in the forecastles were filled by 
isolated and not too worthy representatives of every 
race and of a score of widely scattered nationalities. 

The majority of whalemen remained on board for 
only one voyage, and a distressingly large number 
deserted before reaching the home port. Poor and 
scanty food, brutal treatment, deadening monotony, 
and the carnal paradise of the South Seas caused many 
whaling hands to desert whenever the slightest relaxa- 
tion of discipline afforded an opportunity for escape. 
Among the veterans who did sign for successive cruises, 
however, were to be found both the worst and the best 
elements in the industry. The former included those 
weak-willed and dissipated individuals who were re- 
shipped as a result of the vicious system of organized 
exploitation which kept returned seamen intoxicated 
and in debt while ashore between voyages. The latter, 
on the other hand, comprised those men, largely of New 
England birth, whose ability and energy enabled them 
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to secure a higher rank and a shorter lay with each suc- 
cessive voyage, and who regarded whaling as a regular 
trade and a life-long means of livelihood. 

But was whaling to be regarded as a trade? There 
would seem to have been no adequate reason for refus- 
ing to dignify it by such a term. The work to be 
performed aboard a whaler was divided into a number 
of well-recognized and carefully defined groups of tasks; 
and each one of these task groups was carried on 
through the use of methods which had been definitely 
organized and standardized. The successful execution 
of the work in each department, too, demanded skill, 
experience, judgment, and strength, in addition to a 
knowledge of a code of working rules and a familiarity 
with the various tools to be employed. Characteristic 
“‘tools of the trade” existed in abundance. The har- 
poon and the lance were as typical of the whaleman as 
the trowel of the bricklayer or the saw and hammer of 
the carpenter. Every green hand necessarily spent the 
early months of his first cruise in a real, tho informal 
and unofficial, period of apprenticeship. Furthermore, 
the occupants of a whaleship were divided into regular 
gradations or ranks according to strict lines of demar- 
cation, with a definite system of advancement based 
primarily upon the attainment of a minimum degree 
of proficiency. In fact, an analogy which is far from 
fanciful may be drawn between the foremast hands, 
boat-steerers, and mates and masters of the American 
whalers, and the apprentices, journeymen, and master 
workmen of the craft guilds of the Middle Ages. 


II. Risk 


The most significant and certainly the most trouble- 
some feature of whaling from the standpoint of an 
entrepreneur was the element of risk. Perhaps more 
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than in any other well-established and legitimate in- 
dustry, the whaling merchant was preéminently a 
dealer in risks. These were both varied and severe. 
Three major types, however, may be distinguished: 
labor risks, involving the possibility that the illness, 
injury, desertion, or death of certain members of a crew 
might bring about the loss of the sums which had been 
advanced to them; the physical risks of losing equip- 
ment, cargo, or entire vessel through storm, fire, mutiny, 
enemies, or the misfortunes of the chase; and the busi- 
ness risks resulting from the extreme uncertainty and 
irregularity of the financial returns attendant upon the 
cargoes obtained. These cargoes fluctuated violently 
with regard to quantity, quality, selling price, and 
length of time required to secure them. 

The labor risks may be dismissed with a brief men- 
tion. For it is obvious that if, under the lay system, a 
given whaleman died, deserted, or was incapacitated 
before the amount of his lay had come to equal the total 
of the various advances that had been made to him, the 
difference constituted a net loss to the owners. Such 
losses were partially offset, it is true, by the agents’ con- 
fiscation of the effects and unpaid lays of those deserters 
whose accumulated earnings chanced to be in excess of 
their total debits. But in the end the balance was 
heavily against the owners, and added appreciably to 
their financial uncertainties. 

The physical losses resulting from the destruction of 
vessels, cargoes, and equipment were indeed formidable 
when considered in the absolute; but when compared 
with the size of the entire fleet at sea during any given 
year, they constituted a smaller percentage of the whole 
than might reasonably have been expected as a result 
of the nature of the industry. One contemporary writer 
stated that the number of vessels which were totally 
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wrecked each year seldom exceeded one per cent of the 
entire whaling fleet, while the losses which developed 
from partial wrecks and all other forms of accident 
accounted for only an additional one half of one per 
cent. Insurance underwriters rarely charged a pre- 
mium of more than 24 per cent per annum, and it was 
asserted that at this figure they were enabled to pay 
good dividends.’ Account-books and policy forms of 
whaling insurance companies which have been pre- 
served show that the premiums ranged from one per 
cent to 9 per cent for an entire voyage, varying in ac- 
cordance with the probable length of the proposed 
cruise, the regions to be visited, the size and condition 
of the vessel, and the type of whaling to be carried on.® 

The heaviest financial burdens, however, were those 
connected with business risk. It was estimated that 
during the middle years of the nineteenth century ap- 
proximately 10 per cent of all American whaling vessels 
made voyages which resulted in a net loss to their 
owners.’ Even after allowance is made for a reasonable 
margin of error in the figures underlying this estimate, 
and after the allocation of 14 per cent of all losses to 
physical factors and not more than a like percentage to 
labor risks, it is evident that deficits arising out of the 
quantity, quality, or price of the cargoes comprised 
more than half of the total amount. It is probable, too, 
that the estimate of 10 per cent was not unduly liberal, 
since many years witnessed a far higher percentage of 
losing voyages. In 1837, for instance, 53 vessels made 

6. Charles Wilkes, Narrative of the U. S. Exploring Expedition, 
1838-42, v, 494 ff. 

7. Ibid. 

8. Figures taken from accounts and policy forms of the New Bedford 
Commercial Insurance Company for the years 1844 to 1848, and of a 
New Bedford mutual insurance organization for the year 1830. These 


manuscripts are now in the New Bedford Public Library. 
9. Wilkes, op. cit., v, 494 ff. 
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paying voyages, 8 made “‘saving” ones (in whaling 
parlance this term was used to describe a venture which 
escaped an actual loss, but in which the gain was negli- 
gible), and 20 sustained losses.' In other words, 24.7 
per cent of the 81 voyages were losing ones. Of 68 
whalers which were expected to arrive in New Bedford 
and Fairhaven during the year 1858, no less than 44, or 
64.7 per cent, were placed in the loss column for an 
aggregate amount of not less than $1,000,000.2 And 
other years of great disappointment and disaster were 
all too frequent. 

The full extent of this entrepreneurial risk was re- 
flected in the extraordinary fluctuations in the size and 
value of whaling cargoes. The records of the industry 
are replete with instances in which vessels returned to 
port with catches which were either ruinously small or 
astoundingly profitable. In the former category are to 
be included such voyages as those of the brig Emeline, 
of New Bedford, which returned after 26 months at sea 
with only 10 barrels of oil; the Clifford Wayne, of Fair- 
haven, which was forced to put back into port at a loss 
of $10,000 as the result of a mutiny; the Benjamin Rush, 
of Warren, which had an entire boat’s crew killed by a 
whale off the coast of Japan, circumnavigated the globe, 
and after a full year was able to report only 90 barrels of 
oil; and the Tempest, of New London, which spent seven 
months in continuous cruising without even sighting a 
whale, and after three years at sea had obtained so little 
oil that the voyage was virtually a total loss.* 


1, Alexander Starbuck, History of the American Whale Fishery, p. 
149, 

2. Ibid. 

3. The facts concerning the Emeline, Clifford Wayne, and Benjamin 
Rush are taken from Starbuck, loc. cit.; while an account of the 
Tempest is given by J. T. Brown in Fisheries and Fishery Industries, 
(G. B. Goode, Editor) vii, 293. 
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But the accounts of surprisingly successful voyages 
afford an even more striking illustration of the caprices 
of fortune which often attended a whaling cruise. Pre- 
eminent in this respect was the colorful history of the 
ship Envoy, of New Bedford. During a period of four- 
teen years, 1833-47, her cargoes had yielded $200,000 
to the owner. Upon returning to port in 1847, the under- 
writers refused to insure the weather-scarred vessel for 
another cruise, and she was sold as an old hulk. In the 
end, however, she was salvaged and again fitted out for 
sea at a total outlay of only $8000. After four years of 
uninterrupted success in sighting and capturing whales, 
it was found that the apparently hopeless venture in a 
condemned ship had yielded a grand total of $138,450 — 
a gross return of no less than 1630 per cent upon the 
original investment of $8000! Among other instances 
of superlatively good fortune may be mentioned the 
voyages of the ship Corinthian, which came into port in 
1862, after a four years’ cruise, with a cargo valued at 
the extraordinary figure of $275,000; of the bark Alaska, 
which returned in 1880 with no less than 3255 barrels 
of sperm oil; and of the bark Adeline Gibbs, which in 
1878 secured 133 pounds of ambergris — a remarkable 
amount of this precious substance, which alone sold for 
$23,231.25.5 

Such a formidable array of varied and heavy risks 
obviously necessitated the employment of measures 
designed to offset them. In the case of the labor losses 
these alleviating factors took the form of counter-gains 
rather than of prevention. Thus the “long lay” re- 
sulted not only in relatively low wages but also in wages 
which were proportioned to profits. An appreciable 


4. The facts concerning the Envoy are given in a number of works. 
The best and most accessible accounts are in Starbuck, op. cit., p. 147, 
and in Brown, loc. cit. 

5. These three voyages are mentioned by Brown, loc. cit. 
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saving was effected by the whaling owners through 
having their crews assembled and equipped for them by 
a special class of merchants known as outfitters, who 
were eager to perform this service without fee in return 
for the privilege of selling the men their outfits at exor- 
bitant prices. Still other sources of counterbalan- 
cing gains were found in the high interest rates charged 
upon all cash advances made during a voyage; in the 
profits which accrued from the sale of goods from the 
slop-chest at more than market prices; and in the re- 
tention of the accumulated but unpaid earnings of those 
deserters whose accounts showed a credit balance. 

A greater degree of protection was obtained against 
the physical risks of the industry by means of the lay 
system, diversified ownership of single vessels through 
the holding of fractional shares, and a well-established 
scheme of marine insurance. The device of the lay not 
only automatically decreased the wages bill in propor- 
tion to any losses which might be sustained, but also 
obviated the necessity of paying any wages whatever in 
those cases in which a voyage proved to be a total 
failure. Such a plan, as compared with the common 
one under which a definite wages bill was to be paid 
regardless of the degree of success attending the conduct 
of a business enterprise, evidently lightened appre- 
ciably the financial burdens of shipwreck and of other 
forms of disaster. 

In an industry which was subject to so many vicissi- 
tudes as whaling it was obviously to the interest of 
owners to spread their holdings over a number of vessels 
in order to achieve a certain dispersion of risks. Con- 
sequently it became a common practice to divide the 
ownership of both vessels and outfits into fractional 
shares of $, i, 3) 1» OF 33, and to dispose of these shares 
among a small group of investors, seldom more than ten 
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or twelve in number. A typical illustration is found in 
the case of the bark Lagoda, of New Bedford, which 
made twelve whaling voyages during the years 1841- 
86, and was owned throughout this period by a slowly 
changing group of four to eight individuals. Such a 
system of fractional ownership possessed the added ad- 
vantage of allowing persons of moderate means to invest 
in the industry, since the individual possession of an 
entire whaling vessel and its outfit required an outlay 
too large for the ordinary investor.’ 

But the greatest safeguard against the inevitable 
hazards of whaling lay in the system of marine insur- 
ance, which was available to owners throughout the 
period after 1820. Some concept of the methods and 
practices followed under this scheme will be conveyed 
by the consideration of a single representative policy. 
On December 4, 1830, Charles W. Morgan and Samuel 
Rodman, Jr., joint owners of the ship Magnolia, took 
out insurance on both vessel and outfit in the amount 
of $11,000 for a whaling voyage ‘‘from New Bedford to 
the Pacific Ocean and elsewhere.”” This sum covered 
something less than one third of the entire investment, 
for the vessel was valued at $20,000 and the outfit at 
$17,000 additional. The premium charged for the en- 
tire voyage was 7 per cent, or $770. The practice of 
spreading risks was also carried into the field of insur- 
ance, for in this case the policy was issued in the name 
of, and the payment of any proper liability guaranteed 

6. Old Dartmouth Historical Sketches, No. 45, pp. 33-42. 

7. A cross-section view of the whaling fleet on a given date will sug- 
gest the values of the vessels and outfits. The estimated average values, 
at the time of sailing, of the 644 vessels in the American whaling fleet on 
January 1, 1844, were as follows: 242 ships, barks, and brigs in the sperm 
fishery, $38,000 each; 329 vessels in the right whale fishery, $28,000 
each; and 73 smaller vessels in the Atlantic sperm fishery, $14,000 each. 
These figures were compiled by Joseph Grinnell, Congressman from New 


Bedford, and published in 1844 in a booklet called Speech on the Tariff, 
with Statistical Tables of the Whale Fishery. 
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by, fourteen different persons. Each man’s name was 
signed to the document by attorney, and the extent of 
his liability, as well as the amount of the premium to 
which he was eligible, was shown specifically. The 
policy stipulated that no responsibility would be as- 
sumed ior any partial loss to outfit, cargo, or vessel un- 
less it amounted to at least 5 per cent of the value 
thereof; but in other respects the extent of the protec- 
tion granted was sweeping. ‘‘Touching the adventures 
and perils which the said Undersigned are contented to 
bear, and take upon them in this voyage, they are of the 
Seas, Fire, Enemies, Pirates, assailing Thieves, Re- 
straints, and Detainments of all Kings, Princes, or 
People — and all other losses, and misfortunes, which 
have or shall come to the damage of the said ship and 
outfits or any part thereof, to which Assurers are liable 
by the rules and customs of Assurance in Boston.” ® 

Business risk, however, could not be covered by in- 
surance. Neither could it be eliminated. Instead, as in 
other industries, it was borne by the entrepreneur as one 
of his characteristic and most onerous functions. But 
in whaling there were peculiar alleviating circumstances 
in the form of the lay system, which proportioned 
wages to profits, and in the possibility and not too in- 
frequent occurrence of profits of magnificent propor- 
tions. 

III. Prorits 


Whaling profits constituted perhaps the least stable of 
all the varying elements in this most uncertain of indus- 
tries. Consequently, contemporary estimates lacked 
both definiteness and agreement. Lieutenant Wilkes, 


8. This policy was found in a set of original whaling insurance-policy 
forms which is now in the New Bedford Public Library. The manu- 
script does not give the name of the company; but from internal evi- 
dence it seems certain that the volume belonged to a local mutual 
organization at New Bedford. 
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writing about 1843, declared that the profits in the 
whale fishery had been great.° Something more than a 
decade later another writer stated vaguely that the 
industry as a whole was reasonably profitable for the 
higher officers, and at least as lucrative as any other for 
the owners.! Alexander Starbuck, after an exhaustive 
search among whaling records and documents, ending in 
1876, was able to assert only that profits were subject 
to great fluctuations, and that large gains were balanced 
by many accidents and losses.? This commonplace was 
repeated in the mid-eighties by J. T. Brown, who 
simply remarked that profits fluctuated widely and 
were very uncertain.® 

Such emphasis upon the variations and uncertainties 
of entrepreneurs’ gains was fully justified by the facis. 
For success, when it came, was sometimes as enriching 
as failure was ruinous. Unusual good fortune might 
attend the conduct of a single voyage, the operations of 
an entire season, or the management of a given vessel 
over a long period of years. Striking instances of par- 
ticularly profitable voyages have been mentioned above. 
The year 1849 affords an excellent illustration of a most 
gratifying season; for the 154 whalers then in the Arctic 
returned with a huge catch which sold for $3,419,622, 
whereas the total value of both ships and outfits was 
only $4,650,000. Among the outstanding cases of long- 
continued success was that of the bark Lagoda, of New 
Bedford. Throughout nine consecutive voyages, made 
during the period extending from 1841 to 1873, the car- 
goes of the Lagoda yielded profits ranging from 29.6 
per cent to 363.5 per cent per voyage. Excluding the 
. Wilkes, op. cit., v, 493 ff. 
. Lewis Holmes, The Arctic Whaleman, p. 286. 
. History of the American Whale Fishery, p. 145. 


Fisheries and Fishery Industries (G. B. Goode, Editor), vii, 293. 
. Starbuck, op. cit., p. 148. 
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first cruise, the lowest rate of profit secured on any 
one of the following eight voyages was 66.9 per cent. 
Even this sequence of triumphs was finally broken, 
however, by the tenth, eleventh, and twelfth ventures, 
which yielded, respectively, a loss of $14,460.47, a 
small gain of $6,414.44, and another moderate loss of 
$10,253.55.° 

In striking contrast to such generous profits are 
other figures given out by a well-known whaling mer- 
chant in 1846. These comprised an estimate, based on 
long personal and family experience and wide acquain- 
tance with the conditions of the industry, of the aver- 
age amount of profits which might reasonably be ex- 
pected by sperm and right whalemen in either the 
American or English fleets. It was held that a sperm 
whaler of 350 tons, fitted for a four years’ cruise at a 
total outlay of 10,920 pounds sterling for vessel, outfit, 
and interest, would yield, on the average, a profit of 
about 580 pounds sterling, or 5.3 per cent for the entire 
period. On the other hand, a right whaler of 250 tons, 
fitted out for a voyage of two years at a cost of 5,500 
pounds sterling, similarly calculated, might be expected 
to show an average profit of about 720 pounds sterling, 
or 13 per cent for the cruise. In other words, the average 
rate of profit obtained in right whaling was about 6.5 
per cent per annum, while that secured in sperm whaling 
was only about 1.3 per cent yearly.® , 

5. Figures taken from the Old Dartmouth Historical Sketches, No. 
45, pp. 33-38. They form part of an extended analysis of the accounts 
of this vessel made by Benjamin Baker, a long-time confidential em- 
ployee of the firm which operated the Lagoda. The exact rates of profit 
for the first nine voyages, each of three to four years’ duration, are as 
follows: 29.6 per cent, 120.57, 66.96, 177.19, 100, 96.89, 363.50, 219, 
"6. Chatles Enderby, Proposal for Re-establishing the British South- 
ern Whale Fishery, pp. 35-39. Mr. Enderby was easily the most in- 


fluential and best-informed whaling merchant in Great Britain, having 
carried on a firm made famous by his father. With the possible excep- 
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Quite different, these average rates of profit, from 
those secured by such rarely fortunate vessels as the 
Lagoda! And if figures of 1.3 per cent to 6.5 per cent a 
year are to be taken as a rough average, it is evident 
that there must have been a large number of moderate 
losses and some heavy ones in order to offset so effec- 
tively the soaring rates of the exceptionally successful 
whalers. In truth, the records of whaling afford numer- 
ous instances of precisely such losses. The misfortunes 
of the years 1837 and 1858, and several cases of pecul- 
iarly ruinous voyages, have been cited above. Out of 
the mass of further illustrative material it must suffice 
to mention such occurrences as the disastrous Arctic 
season of 1871, when 33 out of 38 vessels had to be 
abandoned in the ice with a loss of more than $1,500,000; 
the heavy toll exacted by the Arctic again in 1876; and 
the depredations of the Confederate cruisers Shenan- 
doah and Alabama during the Civil War.’ 

In sum, then, the financial results of whaling voyages 
covered the whole range between ruinous losses and 
magnificent profits. But, tho the available figures do 
not warrant precise and conclusive assertion, it is evi- 
dent that the cases at each extreme offset each other so 
effectually that the long-run, normal rate of profit for 
the industry as a whole was an essentially modest one. 

In fact, the American whale fishery formed an ad- 
mirable illustration of what has been termed, aptly 
enough, the “prizes and blanks theory” of business 
profits. Under this concept it is held that in any field of 
business activity, but particularly in the more hazardous 


tion of some half-dozen American merchants, he was perhaps better 
qualified to speak with authority on the financial aspects of the industry 
than anyone else in the history of whaling. He stated specifically that 
these figures were applicable to both the American and British whalers. 

7. These occurrences are mentioned in several works. See especially 
Starbuck, op. cit., and the Old Dartmouth Historical Sketches, No. 45, 
p. 43. 
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ones, the individual instances of exceptionally high 
profits serve merely to offset other individual cases of 
disastrous reverses and of appreciable losses. Particular 
illustrations of great profits do not necessarily betoken 
a highly prosperous industry: they may be only a coun- 
terpoise which is necessary to bring the returns for the 
industry as a whole up to an ordinary level.* Such an 
analysis, whatever its claim to general acceptance, 
seems peculiarly applicable to the conditions which 
existed in whaling. 

What relation did the normal rate of profit (thus de- 
termined in part at least by the cancellation of ex- 
tremes) bear to the total net proceeds of the industry? 
What proportion of the net proceeds went to the entre- 
preneur-owners, and what proportion was received by 
officers and men in the form of gross lays, or wages? 
Fortunately several independent sets of figures agree in 
showing that approximately 70 per cent was taken by 
the entrepreneurs, leaving the remaining 30 per cent for 
officers and men.°® It should be remarked, however, that 
the sums comprising this 70 per cent were not identical 
with business profits proper; for the latter appeared 
only after certain further deductions, such as deprecia- 
tion charges and interest payments, had been made. 
Similarly, the 30 per cent which was allocated to officers 
and men did not by any means represent actual cash 
received ; for from this gross sum heavy deductions were 


8. See especially Alfred Marshall, Principles of Economics, 7th edi- 
tion, p. 621. 

9. These figures were first given in an article by J. R. Williams, en- 
titled The Whale Fishery, and published in the North American Review 
for January, 1834, vol. xxxviii, p. 105. They were corroborated by 
Joseph Grinnell, Speech on the Tariff, with Statistical Tables of the 
Whale Fishery, p. 9, published in 1844. And finally, a chance sampling 
of seven voyages for which suitable and accurate figures were available 
resulted in an average of 30.3 per cent and 69.7 per cent. These voyages 
were scattered over the period 1805-50. 
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to be made in order to pay for the numerous charges 
which accumulated during the course of a voyage. 

But what determined whether the net proceeds of a 
given firm’s voyages, however divided, were to be great 
or small? The facts of the industry made it apparent 
that luck, or chance, was by no means a despicable fac- 
tor in bringing about whaling success or failure. But 
was it more important than the possession of capital, 
connections, and business ability? The possession of 
adequate capital was particularly advantageous in 
whaling because of the constant possibility of being 
forced to tide over a period of reverses which might be 
both long and severe; and good connections could not 
fail to prove helpful in an industry which was so strongly 
localized in a few small New England ports. Neverthe. 
less, failure might be averted with little capital and 
with poor connections. Business ability, however, con- 
stituted a real sine gua non for the achievement of con- 
spicuous long-run success. In spite of a prominent 
element of chance, which at times seemed quite over- 
powering, whaling was not a mere lottery; and over a 
long period success was due primarily to good manage- 
ment, sound judgment, and that particular combination 
of qualities known as business ability. 

Management and judgment were required in many 
respects. A “full ship” in itself did not necessarily 
guarantee large profits. Fully as important in deter- 
mining the financial outcome of the enterprise were the 
economy, efficiency, and attention to detail with which 
the vessel had been repaired and equipped; the know- 
ledge of market prices and conditions which made pos- 
sible the most advantageous disposition of a cargo after 
it had been secured; the nature of the instructions which 
had been given to the master in outlining the general 
policies to be followed during the voyage; and the choice 
of supplies which had been put on board. 
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And even the apparently fortuitous process of filling 
a vessel with oil and bone was by no means removed 
from the influence of business ability. A single “full 
ship” might well represent the outcome of mere good 
fortune. But a succession of “full ships,” returning 
voyage after voyage to the same firm, betokened the 
exercise of sound business judgment in the selection of 
masters and mates, in the formulation of shrewd and 
far-sighted policies, and in the successful adaptation of 
means to ends. 
Exmo P. Houman. 
NORTHWESTERN UNIVERSITY. 

















THE EFFECT OF THE AMERICAN EMBARGO, 
1807-1809, ON THE NEW ENGLAND 
COTTON INDUSTRY 





SUMMARY 


The papers of the firm of Almy and Brown. — The firm’s busi- 
ness prosperous in 1801-1807, 675. — The Embargo dealt a heavy blow, 
677. — Yet many new mills built in 1808-1809, 681. — The practice of 
price-maintenance suggested as an explanation of the growth, 682. — 
New markets in the West and South after the Embargo, 686. — Con- 
clusions, 688. 


THE purpose of this paper is to present evidence as to 
the effects of the American Embargo of 1807-1809 on 
the development of the cotton industry in New Eng- 
land. The evidence is drawn from the papers of Almy 
and Brown of Providence, the first machine spinners of 
cotton in America and the largest and strongest cotton- 
spinning concern at the time the Embargo was imposed. 
The evidence from this source tends to destroy the 
theory that it was the embargo which, by cutting off 
foreign competition and throwing out of employment 
labor and capital, gave the impetus and protection to the 
American industry which enabled it to become firmly 
established.1 The papers show that before 1807 the 
industry had made a place for itself in the community 
and was growing vigorously. They show that the first 
effect of the Embargo was to check this growth. By 


1. Cf. H. U. Faulkner, American Economic History (1924), p. 275. 
“The census of 1810 demonstrates the fact, fully corroborated by con- 
temporaries, of the great activity occasioned by the Embargo; during 
the period cotton manufacturing was firmly established in America. 
The movement started by the Embargo of 1807 was further encouraged 
by the War of 1812.” 
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the light which they throw on early methods of price- 
fixing and on market conditions, they offer a partial 
explanation of that boom in mill building during the 
Embargo years which has led to the conclusion that it 
was the Embargo itself which was responsible for es- 
tablishing the industry. 

No other early mill records have survived, to support 
or modify the evidence of these papers on the way in 
which the industry grew before 1807, on early markets, 
and on methods of sale, credit, and price-fixing. They 
are the only documents that have been found which 
reveal the actual conditions of the industry during 
1808 and 1809. It is only for the period after 1813 
that the papers of other mills, such as the Troy Com- 
pany of Fall River and the Boston Manufacturing 
Company of Waltham, give additional evidence on the 
survival of the Embargo mills and the importance of 
new market conditions. For the earlier period, the 
Almy and Brown papers are of the first importance. If 
the records of any individual establishment were to be 
selected to speak for the whole industry during the 
early period, they would, on the basis of experience, 
size, prestige, and influence, be those of this veteran 
Providence firm. 

When the first machine spindles were set in motion in 
Almy and Brown’s Pawtucket mill early in 1791, cotton 
yarn was not a common article of use in the New Eng- 
land states. The evidence on this point is chiefly nega- 
tive. It consists of the small quantity of cotton wool 
imported into New England before this time,? the infre- 
quent mention of cotton spinning in the numerous ac- 

2. V. Clark, History of Manufactures, p. 83. The amount imported 
by all the colonies yearly shortly before the Revolution would not have 
kept one hundred weavers with fly-shuttle looms at work. Much of 


this was used for stuffing mattresses, wadding, etc. Of that spun, much 
was mixed with flax and wool. 
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counts of spinning bees and spinning schools that appear 
in colonial papers,’ the fact that neither cotton yarn 
nor domestic cotton cloth appears to have found its way 
to the local markets,‘ the failure of those who advocated 
domestic industry and railed at the use of English 
calico to mention the use of English yarn, and the 
fact that the first American spinners when writing to 
possible purchasers, took the attitude that theirs was 
an unfamiliar product which shopkeepers and house- 
wives would find advantageous and desirable if they 
would only try it. In other words, the early manufac- 
turers did not have to enter into competition with either 
hand spinners or foreign manufacturers. They had to 
build up a demand for a new product — to create a mar- 
ket, not to capture it. 

Almy and Brown appear from their correspondence 
to have been chiefly responsible for introducing cotton 
yarn into use and creating a market. They sold their 
first yarn in 1791, locally, to Rhode Island weavers, 
and sent some as far away as Norwich, Connecticut.’ 
Ten years later, they were supplying shopkeepers in the 
principal New England coast towns as far north as 
Portland, and were shipping also to New York City and 
the Hudson River towns, Philadelphia, and Baltimore.*® 
The list of their correspondents in 1801 shows plainly 
that the demand which they had created was widely 
commercial, and not for a mere local industry. This 

3. Bishop, History of Manufactures, i, 333-336, 376; H. M. Brooks, 
Days of the Spinning Wheel in New England. 

4. Clark, op. cit., p. 92. 

5. Cf. American Museum (Philadelphia), 1787, especially vols. v— 
viii, for articles on the encouragement of domestic industry. 

6. Almy and Brown, Correspondence, 1801, passim. 

7. Almy and Brown, letters received, 1801. 

8. Almy and Brown, Papers, Ledger A, 1789-1793. 

9. The correspondence for 1801 includes orders from Albany, New 


York; Baltimore; Beverly, Mass.; Boston; Burlington, New Jersey; 
Charlestown, Mass.; Exeter, Mass.; Gloucester, Mass.; Hartford, 
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was significant for the progress of the industry. Local 
hand-spinning bees had spun woolen, linen, and (rarely) 
cotton yarn, for use in the immediate community. They 
had often used locally grown wool and flax. Carding 
and fulling mills had also been essentially local affairs, 
scattered inland along small streams, serving fairly 
small rural communities, and working on locally raised 
wool and locally woven cloth. Cotton-spinning mills 
occupied a new place in early American economy. They 
depended for their raw material on importations 
through commercial channels, and therefore they were 
forced to locate in places conveniently accessible by 
water transportation, both for their raw materials and 
their finished product. Their chief market, conse- 
quently, became the commercial sea-board towns, and 
their goods followed much the same channels as im- 
ported goods, coming into the hands of shopkeepers 
who carried ‘‘foreign and domestic wares.” ! The 
ability of the cotton manufacturers to market their 
wares was, therefore, closely bound up with the pros- 
perity of the commercial element. 

Almy and Brown’s correspondence from 1801 to 1807 
portrays a steadily growing industry. It shows the 
firm increasing its production continually,? and building 
new mills in 1806 and 1807.* It shows other mills being 
started, chiefly by men who had been employed by 
Almy and Brown and who had there seen promise of 
Conn.; Hudson, New York; Marblehead, Mass.; Nantucket and New 
Bedford, Mass.; Newburyport, Mass.; New London, Conn.; Newport, 
Rhode Island; New York City; Philadelphia, Pa.; Portland, Maine; 
Portsmouth, New Hampshire; Salem, Mass.; Wickford, Rhode Island; 
Worcester, Mass. 

1. Cf. advertisements of Silas Dean, Salem, N. Folsom, Newbury- 
port, G. Connell, Boston; Bagnall, Textile Industries, p. 163. 

2. Yearly mill balances. Correspondence, passim. 

3. At Smithfield, R. I., 1806, Warwick, R. I., 1807. In addition to 


the original Pawtucket mill, they had built a second mill at Warwick 
in 1794. 
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a future for the industry.‘ Increased production and 
market expansion kept such even pace with each other 
during these years that first one and then the other is 
reflected in the firm’s letters to selling agents. On the 
one hand, Almy and Brown were forced to retain old sell- 
ing methods which they had hoped to discard. They 
had started by sending yarn on consignment, allowing 
a commission on sales.’ They had employed this 
method in order to make purchasers acquainted with 
their wares, hoping that after this was accomplished 
they would be able to abandon consignment in favor 
of direct sales. But instead of being able to make 
the desired change, they had to keep on the old 
system and were even forced in some cases to grant 
higher commission rates.’ They were kept busy push- 
ing their market area farther north, farther south, and 
into more remote rural areas. In 1807 they wrote that, 
unless they could enlarge their market still further, 
they would not be able to sell the product of the new 
spindles they had set in motion,’ and they urged an old 
customer to accept a consignment of yarn, saying, ‘“‘we 
are extending our business . . . and as others are get- 
ting into the same business, in consequence of which 
we shall probably have to extend our sales, we therefore 
wish to keep all our old correspondents supplied.”’ ® 
On the other hand, the letters show the sale of yarn 


4. Cf. mills in Pomfret, Conn., 1806; Warwick, R. I., 1807; Coven- 
try, R. I., 1805; Cumberland, R. I., 1802; Scituate, R. I., 1806; New 
Ipswich, N. H., 1804; Greenwich, N. Y.; Watertown, N. Y. 1808. 
These mills were all started by former associates or employees of Almy 
and Brown; cf. Bagnall, Textile Industries, for description of each of 
these enterprises. 

5. Almy and Brown’s letters to agents, passim. 

6. To S. Williams and Company, Feb. 22, 1803; to J. Arnold and 
Company, June 26, 1804. 

7. Letters to agents, 1804. 
8. To M. S. Hugen, July 27, 1807; to S. Tenney, June 20, 1807. 
9. To J. Rogers, March 10, 1807. 
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becoming so profitable that more and more agents 
carried the product. ‘‘The venders of yarn are so mul- 
tiplied,’”’ wrote an old agent, annoyed by the presence 
of competitors, ‘‘that I presume your sales are rapidly 
increasing, while ours are daily diminishing.’”’! It is 
clear that the mills which the firm built in 1806 and 
1807 came in answer to demands that could not be met 
by their existing production facilities, and that orders 
were waiting to be filled until the new spindles should 
be set in motion.? The papers thus present strong evi- 
dence for the conclusion that by 1807 the American in- 
dustry needed no artificial stimulus to give it a footing 
or to ensure its growth. 

The first effect of the Embargo was to deal this thriv- 
ing industry a stunning blow. By striking at the pros- 
perity of the commercial elements of the New England 
coast towns, it destroyed the purchasing power of the 
cotton manufacturers’ chief market. ‘‘We are sorry 
for the situation of our country and deplore the many 
failures that has [sic] and must take place in our sea port 
and commercial cities,’’ wrote Almy and Brown in com- 
ment on a number of serious failures in Portland a 
month after the passage of the Embargo.* Nearly 50 
per cent of their product had been going to Boston and 
the cities to the north. In 1808 the proportion appears 
to have dropped to 17 per cent, and to have remained 
nearly as low in 1807.‘ Such a shift represents a radical 
dislocation of the normal course which the industry was 
running. It is true that the figures themselves are not 
conclusive, as they are drawn from incomplete mill ac- 
counts; the accounts for 1809 include all of the com- 
pany’s four mills, while those for 1806 and 1808 show 

1. N. Gilman (Exeter) to Almy and Brown, Jan. 17, 1804. 

2. Almy and Brown to S. Tenney, June 20, 1807. 


3. To Collins and Perkins, Jan. 5, 1808. 
4. Yearly mill balances, 1804, 1806, 1808, 1809. 
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the distribution from only one mill. Moreover, the 
total production increased decidedly after 1806. Taken 
in conjunction with the letters to northern agents, how- 
ever, they emphasize what clearly was the state of 
affairs. Among the most revealing letters are those ap- 
pealing for the payment of overdue debts and warning 
against the extension of credit in that quarter. ‘‘We 
should advise thee not to trust much yarn, etc., out 
these times, for we had rather have it on hand than 
trusted in many people’s hands where it will be difficult 
to collect.” 5 Some of the accounts for goods shipped 
before the Embargo hung on; some were never col- 
lected. Almy and Brown summed up the situation in 
a letter to one of their purchasers in April, 1808: 

The present prospect looks dubious, although it occasions a re- 
duction in price of raw material, yet it gives so great a stagnation to 
business as to decrease the sales, or to disenable people from mak- 
ing purchases of this and all other articles offered for sale. When 


business is brisk people part with their money with much more 
freedom than now.’ 


They were viewing with concern the yarn piling up in 
their warehouses and the idle machinery which they 
had recently built and intended to set in motion. The 
check to their expansion forced them to dismiss the ma- 
chinists employed on enlarging the plant. This same 
check was doubtless felt by the rest of the cotton man- 
ufacturers, for no others were more firmly established, 
and no yarns were better known or more likely to hold 
the market. 

Throughout 1808 and 1809 the manufacturers con- 
tinued to find the outlook discouraging. At the end of 
1808 Almy and Brown wrote that they had room for 

5. To J. Pope, March 11, 1808. ; 

6. Yearly mill accounts to 1819. 


7. To M.S. Hugen, April 5, 1808. 
8. To J. Pope, Dec. 26, 1808; April 12, 1809. 
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double the number of spindles then in operation, ‘‘but 
think it most prudent to dismiss our workmen and have 
dismissed some of them and expect to more.” ® The 
additional difficulties arising from the failure of some of 
the New England banks in 1809 caused them to write 
to their superintendent: ‘The difficulty of collecting 
or procuring money to carry on and extend our business 
induces us to revive our sentiments respecting curtailing 
our expenses.””! Accordingly they directed him to dis- 
miss workmen as soon as the time for which they were 
hired had expired, and ordered their New England 
agents to refuse all country bank-notes and to make 
sales only for specie or notes on banks in large centers.? 
They estimated the quantity of yarn unsold at the 
factory and in the hands of agents variously from 
“more than 200,000 weight,’’* and ‘‘to speak within 
bounds . . . at least 100,000 weight.”* This was a 
considerable stock, for their yearly output could not 
have been much over 200,000 pounds, since they figured 
their rate of production as “‘nearly four thousand 
weight passing through our hands weekly.” * They 
told their superintendent to stop turning out one kind 
of yarn which was normally fairly popular, as they had 
on hand enough to last three years, judging from the 
sales of the two preceding years. One agent reported 
that he had a five or six years’ supply of filling yarn.’ 

The tone of the letters throughout these years is one 
of anxiety. The manufacturers were working hard to 
keep up a demand for their goods by granting favorable 

9. To J. Pope, Dec. 26, 1808. 

1. To John Slater, June 7, 1809. 
To E. Smith, Aug. 26, 1807. Some to the New England agents. 
. To J. Pope, Oct. 7, 1808. 
To J. Pope, April 12, 1809. 
To George Connell, Nov. 23, 1808. 


. To James Greene, June 9, 1809. 
. To E. Waring, Dec. 14, 1809. 
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terms to their old customers, by trying to secure new 
ones in areas which they had not formerly supplied, 
and by encouraging master weavers and urging the pro- 
motion of weaving knowledge in the homes. The de- 
vices to which they resorted in their efforts are indica- 
tive of the situation. They offered to depart from their 
practice of selling only for cash * and to accept payment 
in produce ® or arrange to barter yarn for goods to fill 
their Providence and factory stores. They offered to 
extend their terms of credit * and allowed their agents 
to sell small five-pound lots at wholesale price.* They 
assured shopkeepers that, altho the profit on the sale of 
yarn might not reward them for the trouble of handling 
it, they must remember that it was ‘‘a valuable article 
to draw custom in a retail store.” * They considered 
sending out peddlers, as some of the other factories did, 
“but the difficulty of getting men on whom confidence 
may be placed that will undertake it seems to be the 
greater objection to the plan.’”’> They wrote to New 
York City and Albany, asking for the names of women 
shopkeepers, saying that they found them in general 
more successful than men in selling cotton wares. They 
expressed great satisfaction at securing an order from 
the New York State Prison.’ They took on new selling 
agents at Norfolk and Richmond, parts of the country 
to which American yarns had not penetrated, and as- 
sured them that, altho the yarns were unfamiliar prod- 
ucts to them, they would prove a very favorable 

8. To B. Parkman, Oct. 8, 1804. 

9. To seven correspondents up Hudson River, June 27, 1808. 

1. To E. M. Lawton, Sept. 12, 1808. 

2. To John Wintringham, Oct. 9, 1809. 

3. To J. Pope, Oct. 7, 1808. 
4. To Page and Bemant, Sept. 19, 1808; similarly to G. Robinson, 
5. 
6. 
7. 


Oct. 28, 1808. 
J. Pope, Oct. 7, 1808. 
To W. Slocum, April 7, 1809; also to Albany correspondents. 


To W. Slocum, April 7, 1809. 
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article of trade. One of their best customers was a 
master weaver near Poughkeepsie. They wrote com- 
mending him for increasing the number of his looms, 
urging him to increase his production just as far as the 
demand for cloth would permit, and suggesting that 
he might get their yarn woven by some of the families 
in his neighborhood ‘‘by lending them aid and assist- 
ance and by learning them or some one in the family 
the art of weaving.” ® 

These efforts to market the product, and the state- 
ments about the actual condition of the business show 
plainly that the firm was not prospering during the 
Embargo years, but was struggling to keep going. And 
yet during 1808 and 1809 large numbers of new mills 
were built, apparently under the impression that cot- 
ton spinning was a highly profitable occupation. ‘“‘The 
business of cotton spinning looks likely to be very much 
overdone,” warned Almy and Brown at the end of 1808. 
“There are in this state sixteen or eighteen mills now 
spinning and getting under way.’’! The inaccurate 
census of manufactures in 1810 listed 269 cotton mills 
running in that year. It is the increase in mill building 
during these years that gives ground for the statement 
that it was the Embargo which enabled the industry to 
become established. 

In the light of the fact that the old mills were forced 
by the declining market to curtail their expansion, dis- 
miss some of their help, and struggle to dispose of the 
goods left on their hands, it is clear that the Embargo 
did not bring prosperity, and that this explanation of 
new mill building must be discarded. It is possible that 
unemployed labor and capital were led to turn to a 


8. To J. Clark, Aug. 12, 1809; to E. Sturtevant, April 3, 1809. 
9. To John Wintringham, Oct. 9, 1808. 
1. To J. Pope, Dec. 26, 1808. 
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young and flourishing industry, which at the time the 
Embargo was imposed seemed to offer exceptional op- 
portunity for profit. More demonstrable by evidence, 
and hence more satisfactory as an explanation, is the 
effect of price maintenance in the industry. 

From the beginning, the New England cotton spin- 
ners had maintained a uniform price for yarn. This 
price had been originally set by Almy and Brown, and 
they made it one of their foremost principles to see that 
the price was maintained by all manufacturers, or 
changed by all together. 

As we were the first that undertook the business of spinning cot- 
ton yarn in this country, [they wrote in 1808], consequently were 
the first that made a price for the article, which price has, as far as 
we have any knowledge, been adhered to by those who are concerned 
in the business. Should any vary the price, we should be very much 
obliged by being informed of it, and the quality of their yarn, con- 
ceiving a mutual understanding among the makers and venders of 
the article would be mutually beneficial.? 


A spinning mill in Paterson, New Jersey, could not be 
brought into line, but its yarns were, according to Almy 
and Brown, of an inferior quality, and it never succeeded 
in forcing the New England manufacturers to lower 
their prices by competition.* The New England manu- 
facturers were apparently of one accord in the convic- 
tion that price agreement was a better method of secur- 
ing maximum profits than competition. When others 
varied from the established price, Almy and Brown 
wrote to them urging that they come back to the old 
level. On the whole, Almy and Brown found their 
competitors ‘‘disposed to conform to our prices and 
practices in disposing of the same kind of manufac- 
2. To H. W. and L. Phillips, Oct. 24, 1808. 


3. To E. Waring, Nov. 9, 1808; to Burr, Woolman and Company, 


Feb. 21, 1809. 
4. To W. Dean, March 29, 1804; to E. Waring, Nov. 13, 1807; 


April 26, 1809. 
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ture.” 5 When the temptation came, under pressure 
of the Embargo, to drop the price to correspond with 
the lower price of cotton, they were more than ever 
insistent on the advantages of agreement. 

It is indeed our wish that the most careful attention should be 
paid to prices and terms, both on account of our own interest and 
also on account of others who are concerned in the cotton business, 
for by acting in unison with such of those as mean to be uniform in 
their prices, the prices of our manufacture will most likely be kept 
up.® 

Owing to their efforts, the price of yarn remained un- 
changed until war conditions sent all prices soaring. 
When the slump came at the end of the war, Almy and 
Brown deplored the fact that there were too many new 
producers to make it possible to go back to the old 
price-fixing method. They were sure that that method 
had been of service in the earlier period of depression, 
and they thought that it would save them again if it 
could be applied.’ 

Selling methods were so rough and market adjust- 
ment so slow, credit arrangements so inadequate and 
payments so often delayed, that at all times manu- 
facturers had reason to resist the lowering of price under 
any circumstances. It was Almy and Brown’s custom 
to write at the end of every year asking each corre- 
spondent to send an account of the yarn sold and yarn 
still on hand, and to pay any debts that might be out- 
standing. Sometimes accounts hung over, partially 
unpaid, beyond the end of the year.® 

We have forwarded our account because life is uncertain and ours 


with you has been some time standing and is for a considerable 
amount. We should be glad to receive remittances from you 





5. To E. Waring, Nov. 13, 1807. 

6. To E. Waring, April 10, 1809. 

7. To Wils and Company, March 9, 1814. 

8. Almy and Brown’s yearly balance sheets and letters to agents, 
passim. 
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regularly as they become due, for being obliged to make prompt pay- 
ment for our stock and labor makes it necessary to expect punctual- 
ity in our customers, especially where we give such extensive credit 
as we do to you.’ 

This was the tone in which they treated delinquent cus- 
tomers. The difficulty of altering, and especially of 
raising, the price on these long accounts was extreme. 
‘We know it is abundantly easier to fall in the price 
of an article than to rise in the price. We are therefore 
anxious to keep up our standard of prices rather than 
to infringe on the same.’”’! When the price of cotton 
fell as the result of the Embargo, the price of yarn did 
not follow it, because the manufacturers had no con- 
fidence in the permanence of the measure. 

At the moment the Embargo is taken off the stock will rise nearly 

double its present price, and should we now lower the price of yarn, 
it would not be an easy matter to again raise it; we therefore had 
rather indulge our safe customers with a time for payment than try 
the experiment.” 
It might have been possible to sell more yarn at a re- 
duced rate, but the manufacturers preferred to extend 
their terms of credit, curtail their production, and let 
goods pile up on their hands, rather than risk being 
caught with orders outstanding and yarn in the hands 
of commission merchants at a lower price, in case the 
price of cotton went up again. 

Those who built new mills during 1808 and 1809 
knew that the business had been flourishing in 1807. 
They saw in addition that the price of raw cotton had 
dropped to perhaps two thirds of its pre-Embargo level,’ 
and that the price of yarn remained the same. Their 

9. ToS. Brounson and Sons, Oct. 6, 1804. 

1. To J. C. Watson, June 6, 1809. 

2. To John Wintringham, June 23, 1808. 

3. It is difficult to tell just what the drop in cotton prices was. 
Watkins, in his Production and Price of Cotton for 100 Years (p. 7), 


gives 214 cents as the average New York price in 1807 and 16 cents in 
1809. The price that Almy and Brown paid for their cotton before 1808 
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obvious conclusion was that the manufacturers must be 
making additional profit under Embargo conditions. 
They did not realize that yarn was piling up on manu- 
facturers’ hands at the high price, and that the price 
itself was the result of agreement, not of competitive 
economic conditions. It was easy to start a mill. An 
ambitious farmer furnished the land and received a 
share in the business as payment; ‘ one or two mechan- 
ics, also partners in the business, erected the buildings 
and machinery;* children from neighboring farms 
furnished the labor supply ;* and two or three merchants 
or professional men supplied a few hundred dollars of 
capital to buy cotton and take care of the other initial 
expenses.’ Until a group of Boston merchants applied 
their business skill and business standards to the indus- 
try at Waltham in 1814, mills such as these composed 
the bulk of the American industry. Almy and Brown 
had the greatest scorn for such small, optimistic enter- 
prises. ‘‘It takes time as well as expense to erect mills 
and machinery, of which many now engaged in it know 
very little about but have an idea of great profits with- 
out much labor to effect it.” ® 

Strangely enough, most of the mills, erected at a time 
does not appear in any of their papers. In 1808 they were paying 14 
cents and in 1809, 9 cents (Letters to S. Maverick, July 8, Oct. 12, 1808, 
Sept. 30, 1809). A drop of 5 cents a pound in cotton, where the various 
grades of yarn were selling at from 75 cents to $2.25 a pound, would 
not appear to be significant were it not for the repeated mention of the 
drop in price by the purchasers, who insist that the price of yarn should 
be reduced correspondingly and by the manufacturers, who give the 
probability of the raw material’s going back to its old level as their 
reason for maintaining their price standard. 

4, Cf. Troy Company, Fall River; mills in Pawtuxet Valley. 

5. Cf. Accounts of early mills in Bagnall, Textile Industries, and 
Fuller, History of Warwick, Rhode Island. 

6. Cf. Ibid., and also advertisements of mills for sale in Providence 
Manufacturers’ and Farmers’ Journal, 1820. 

7. Cf. Pawtuxet Valley, R. I., mills; Beaumont’s mill at Canton, 


Mass.; Shephard’s mill at Wrentham, Mass. 
8. To J. Pope, Dec. 26, 1808. 
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when the industry was actually passing through a period 
of depression, did not fail, and others continued to be 
started. What was it that enabled them to survive if 
the advantages which the builders thought they saw 
were non-existent? 

The explanation that the papers seem to suggest is 
that both old and new manufacturers found a new 
market for their wares when their previous one was im- 
paired by the Embargo. In the case of Almy and 
Brown, it was the demand from their Philadelphia and 
Baltimoré agents which made up for the prostration of 
the New England market and enabled them after the 
slump of 1808 and 1809 to continue to enlarge their 
business. The Philadelphia and Baltimore agents dis- 
tributed New England yarns and cloth, not only to 
the city stores and the neighboring weavers, but more 
especially to the western merchants who traded over 
the mountains, supplying the rapidly growing trans- 
Alleghany population. The demand from this quarter 
had already been on the increase before the Embargo. 
Almy and Brown told their Philadelphia agent that it 
was the largeness of his orders that had encouraged 
them to continue making new machinery in 1807.° 
From that time on, the proportion of their product 
sent to Philadelphia increased markedly. In 1806 ap- 
proximately 16 per cent was sold through Philadelphia 
and 8 per cent through Baltimore. By 1808 the pro- 
portion had become about 30 per cent for Philadelphia 
and 14 per cent for Baltimore, and thereafter each year 
the percentage rose, to 67 per cent for Philadelphia in 
1814 and 82 per cent in 1819.' In 1814 they wrote of 
the Philadelphia demand, ‘‘that in case we send all we 
make, yarns and cloth, to that market we think we shall 


9. To E. Waring, April 26, 1808. 
1. Almy and Brown, yearly accounts with agents. 
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not be able to send half the amount that may be sold.” ? 
The sales to Philadelphia and the western market so 
completely supplanted those to New England that 
when the New England market began to recover, its 
merchants could not get shipments from the manufac- 
turers. ‘‘We were in hopes it would have been in our 
power to have sent thee some goods ere this,” wrote 
Almy and Brown to one of these merchants in the fall 
of 1813, “‘but Elijah’s [the Philadelphia agent] demands 
on us are such that it seems out of our power. It being 
more an object to us to supply him than thee is all the 
reason we can give why we have not sent thee some 
goods.” * 

Philadelphia itself was not impoverished by the Em- 
bargo. The number of new building and industrial 
enterprises shows an activity that must have been 
reflected in the city’s purchasing power.‘ But more 
important still was the increase in number and accessi- 
bility of the western population during these years of 
rapid migration and improvements in communication. 
In so far as the Embargo stimulated this migration, it 
may be said to have promoted the establishment of the 
industry by enabling the mills then erected to survive. 
It may also have cut off a supply of imported goods 
which would have furnished the district; but this seems 
not very likely, as the goods which the westerners 
especially demanded were coarser than those commonly 
imported. The mills which best withstood the post- 
war influx of foreign cottons were those which made a 
specialty of the particular coarse sheetings which the 
westerners used.® 

2. To E. W. Lawton, March 11, 1814. 

3. To S. Paxson, Oct. 26, 1813. 

4. L. M. Sears, Philadelphia and the Embargo, American Historical 


Association, Annual Report, 1920. 
5. Cf. Boston Manufacturing Company. 
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The conclusions that the Almy and Brown papers 
suggest as to the effects of the Embargo on the develop- 
ment of the American cotton industry can then be 
summed up as follows. The Embargo can be regarded 
as a favorable factor in the establishment of the industry 
only in so far as it stimulated western migration, and 
in New England released labor and capital which 
turned to an industry already prosperous. Its direct 
effect was to check normal expansion by injuring the 
market which the industry had built up for itself during 
the fifteen years preceding. The actual increase in mill 
building was chiefly due to the misleading impression 
of high profits given by the lowering of the price of 
raw cotton on account of the Embargo, while, despite 
the trade depression, the prices of yarns were maintained 
by agreement among the manufacturers. The illusion, 
however, did not result in disaster, because of the ap- 
pearance of a new market. To the expansion of popu- 
lation in the middle Atlantic and trans-Alleghany re- 
gions can be directly traced the survival and growth of 
both pre-Embargo and Embargo mills. 


CAROLINE F. WARE. 
Vassar COLLEGE. 
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BANKING POLICY AND THE PRICE LEVEL! 


In Banking Policy and the Price Level, Mr. Robertson dis- 
sents from the doctrine that the explanation of the trade cycle 
is to be found either “in the defects of our monetary system” 
or “in defects in the judgment and temperament of the 
leaders of the business world.” He agrees with Professor 
Cassel that “as long as there is a will to progress, and as long 
as the material conditions of the satisfaction of this desire 
require a large use of fixed capital, we must expect a fluctua- 
tion in the productive activity of the community akin to the 
present trade cycles.” * He holds, to quote from his Intro- 
duction: “First, that there occur important fluctuations in 
industrial output which are relatively desirable, in the sense 
that, while we can conceive an ideal society in which their 
causes would be eliminated, those causes are deeply embedded 
in the technical and legal structure of our actual society; 
and the remedy, even if practicable, might be worse than the 
disease. Secondly, that these causes must be expected to 
produce their effects, whatever monetary policy is adopted. 
And thirdly, that owing to certain features of our financial 
system, and those not the features against which monetary 
reformers direct their criticism, this instability of industrial 
output can hardly fail to be accompanied, as a general rule, 
by a certain instability in the level of general prices.” 

The purpose that Mr. Robertson had in writing the book 
appears to have been, first, to present the skeleton of his 
theory of trade cycles, and, second, to expand that theory 
by adding a theory of the reaction of changing money sup- 
plies upon circulating capital, and third, proceeding from the 


1. Banking Policy and the Price Level, by D. H. Robertson (P. S. 
King & Son, Ltd., 1926), p. 103. 

2. Quoted from Theory of Social Economy, p. 623. In Robertson’s 
quotation ‘trade cycles” is substituted for the translator’s ‘‘conjunc- 
ture-movements.”’ 
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expanded theory, to examine the doctrine that the best 
policy for the monetary authority to adopt in regulating 
cycles is one aiming at ultimate stability of the general price 
level. His tentative conclusion, after examining two highly sim- 
plified, hypothetical cases of the expansion of output, is that 
“a policy aiming at ultimate stability of the general price 
level seems to be neither the ‘most natural’ nor the ‘most 
effective’ policy for the monetary authority to adopt” (p. 32). 

The analysis then leads to an examination in detail of the 
activity called saving, and the effect upon saving of changes 
in the stream of money directed on to the market. He con- 
cludes that saving by entrepreneurs “over long periods of 
stable or gradually changing conditions’ may be sufficient 
“to make a steady growth of Circulating Capital compatible 
with a stable price level” (p. 59), but that “in short periods 
of rapid change the incompatibility between a banking- 
policy designed to promote a stable price level and a banking- 
policy designed to secure appropriate additions to the quan- 
tity of Circulating Capital may, as will be seen . . . become 
@ serious source of trouble” (p. 59). That is, in the upward 
swing of a trade cycle, he says, ‘there seems no doubt that 
in fact the supply of Short Lacking [which the author defines 
as the activity directed “toward enabling society to carry on 
production — including the production of durable instru- 
ments — by methods which are technically efficient, but 
slow and indirect”’] is not sufficiently elastic to cope with 
such pronounced and discontinuous increases in demand, and 
that the responsibility for meeting them rests almost entirely 
upon the banking system” (p. 72). It is the duty of a bank- 
ing system to make advances and to allow an increase of 
prices to the extent necessary to prevent a deficiency in the 
“activity essential to the production and storage of goods, 
which we have described as Short Lacking.” But during 
such a period, he says, there are numerous causes (increased 
costs of circulating capital, lengthening period of production, 
and “ Dis-hoarding” on the part of the consuming public) 
that aggravate the rise in the price level. It is the function 
of the banking system to restrain an uneconomic or aggra- 
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vated rise of prices and check a demand for Short Lacking 
out of proportion to the expansion of industrial output. The 
instruments available for this purpose are the use of the dis- 
count rate, sales of securities, and rationing of loans. “It 
will be observed,” says the author, “that the weapons at 
the disposal of the banking system for checking a rise in the 
price level are designed in part to stimulate the supply of 
Lacking and in part to choke off the demand”’ (p. 78). 

According to Mr. Robertson’s view, in the kind of trade 
cycles which he is discussing (one wonders if he means “‘some”’ 
or “most” cycles, and how one is to distinguish these cycles 
from others) a crisis ‘‘may be correctly described as due to a 
‘deficiency of capital’” (p. 90). He continues: “To a large 
extent, in the writer’s view, fluctuations in the desirability 
of acquiring instruments are the inevitable penalty of indus- 
trial progress: but they are also to a certain limited extent 
attributable to an avoidable lack of responsiveness in the flow 
of consumable goods required to codperate with those instru- 
ments in the form of real wages. It is part of the duty of the 
banking-system to promote at each phase of the cycle such a 
balance between the different kinds of production as to 
minimize this source of instability in the estimates made by 
the business world of the advantage of acquiring instruments” 
(p. 94). Admitting the author’s main point, that a banking 
system can, by the expansion of loans, maintain or raise the 
price level and secure an expansion of output, it by no means 
follows that it is possible for the banking system to control 
the “balance between the different kinds of production.” 
The author advocates the rationing of the available supplies 
of Short Lacking ‘“‘intelligently as between those trades which 
both use and make instruments and those which use instru- 
ments to make consumable goods, and giving a decided pref- 
erence to the latter” (p. 92), but he has not indicated a 
practicable guide to a rationing policy. 

An important distinction made by Mr. Robertson in the 
course of his argument is that between “appropriate” and 
“inappropriate” (economically justifiable and unjustifiable) 
fluctuations of output. Appropriate fluctuations of output 
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in any industrial group result from “‘(1) an alteration in its 
real operating costs; (2) an alteration in the intensity of its 
desire for the goods which it receives in exchange for its pro- 
ducts; (3) an alteration in the ‘real demand price’ for its pro- 
ducts, that is, in the rate at which other industries are prepared 
to part with their products in exchange for its own” (p. 8). 
Inappropriate fluctuations in output result either from the 
conditions of capitalistic production (such as the use of large 
instruments of production, the duplication of which must be 
in large units, or the intractability in production of durable 
instruments), the difficulty of adjusting production to de- 
mand in a short period, a general change of business senti- 
ment transfusing itself throughout the business world, or the 
inability correctly to estimate costs in a period of fluctuating 
prices. The author holds that a monetary policy should per- 
mit those fluctuations in the general price level ‘necessary 
to the establishment of appropriate alterations in output and 
to repress those which tend to carry alterations in output 
beyond the appropriate point” (p. 39). But he does not 
indicate how we may, in a practical business world, tell just 
where appropriate fluctuations end and inappropriate fluctua- 
tions begin. 

Chapters II, III, IV, and VII of Banking Policy and the 
Price Level follow the same author’s earlier treatment of the 
subject in A Study of Industrial Fluctuations, published in 1916. 
The new contributions of the present book are to be found in 
his treatment in chapters V and VI and appendix to chapter 
V of “the nature of the thing called Capital and the activity 
called Saving” (p. 40), the relations of these to the Trade 
Cycle (p. 71), and the nature of the burden inflicted by 
inflation. His discussion of “The Kinds of Saving” (chap- 
ter V) is in part a dressing of old concepts in new clothes, as 
will appear from the summary given in the following para- 
graphs. But novel distinctions are drawn, and thought-pro- 
voking suggestions are made concerning the precise effects 
of changes in bank loans. Starting with the assumptions 
that changes in bank loans effect changes in price levels, and 
that the command over capital “conferred on the borrower 
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by an additional bank-loan is in reality provided, not by the 
owner of the deposit in which the new loan eventuates, but 
by some other money holder who refrains, whether sponta- 
neously or under pressure, from consuming the full value of 
his current output” (footnote p. 52), he endeavors to trace 
the source of a given increase in the stock of circulating 
capital. It is this endeavor which forces him to consider 
the various kinds of saving. 

“The essence of the activity of providing capital,” he says, 
“has long been recognized to lie in an abstention from im- 
mediate enjoyment of consumable goods which it has become 
customary to call ‘Waiting’”’ (p. 40). Mr. Robertson chooses 
to employ for the concept described by “‘ Waiting” the word 
“Lacking.” “A man is lacking,” he says, “if during a given 
period he consumes less than the value of his current economic 
output . . . The things in the provision of which Lacking 
eventuates I propose to call Capital” (p. 41). 

The activities in producing Fixed, Circulating, and Imagi- 
nary Capital, respectively, he designates Long, Short, and 
Unproductive Lacking. He warns us against adopting the 
view that circulating capital “consists mainly of stocks of 
goods available for immediate consumption by work people 
and others engaged in the dilatory processes of production.” 
It consists, rather, in “shifting congeries of goods in all stages 
of their passage from the soil to the ultimate user or con- 
sumer” (p. 42). “New Unproductive Lacking consists in 
going without goods in favor of persons who wish to antici- 
pate their incomes, but are not engaged in expanding the 
production of generally marketable commodities” (p. 44). 

A familiar distinction made by the author is that drawn 
between Applied Lacking and Hoarding. If a man “uses 
his money-claim in the purchase of an instrument, or in 
making advances to productive workers, he may be said to 
be applying Lacking directly to the provision of Capital. If 
he hands his money-claim over to another person, who uses 
it for the provision of Capital, he may be said to be applying 
Lacking indirectly. If, however, he neither presents hismoney- 
claim himself, nor hands it over to another, but simply adds it 
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to his existing money stocks, he may be said to be Hoarding, 
or, more strictly, performing New Hoarding” (p 45). 
The distinction drawn by the author between Spontane- 
ous, Automatic, and Induced Lacking introduces some new 
concepts. ‘Spontaneous Lacking,” he says, “corresponds 
pretty well to what is ordinarily thought of as Saving. . . . 
The definition of Automatic Lacking must be approached in- 
directly. Automatic Stinting occurs whenever an increase in 
the stream of money directed on to the market prevents 
certain persons from consuming goods which they would 
otherwise have consumed. ... Automatic Stinting in- 
volves Automatic Lacking when, but only when, the consump- 
tion of those who undergo it is reduced both below what they 
intended and below the value of their current output. The 
importance of the distinction between Automatic Stinting 
and Automatic Lacking will become evident later. Their op- 
posites may be called, for want of better terms, Automatic 
Splashing and Automatic Dis-lacking respectively... . 
Induced Lacking differs from Automatic Lacking in being 
voluntary and designed; but it resembles it, and differs from 
Spontaneous Lacking, in being the direct result of an in- 
crease in the stream of money directed on to the mazket” 
(pp. 47-49). “Induced Lacking” is a new category for 
which the author expresses his indebtedness to Mr. Keynes. 
A three-fold illustration of the peculiarities of the exposi- 
tion is given by the passage quoted below. It shows, first, the 
manner in which the author uses the concepts just defined 
in connection with banking operations; second, the highly 
abstract character of his argument; and third, the difficulty of 
applying the argument to an actual situation. He discusses 
several hypothetical cases, in one of which he assumes (1) that 
individual productivity remains unchanged; (2) that the rate 
of total output has increased because of the absorption into 
employment of an increment of population; and (3) that the 
new population begins to build up a stock of money (Real 
Hoarding) as soon as the new output begins to appear. “In 
this case,” the author concludes, ‘‘if the bank took no action, 
the price level would fall, and the Spontaneous New Hoarding 
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of the new population would be counterbalanced by Automa- 
tic and Induced Dis-lacking on the part of the old popula- 
tion. By making additional loans of an appropriate amount 
at an appropriate pace, the bank can keep the price level 
from falling, cancel the Automatic Dis-lacking of the old 
population with Automatic Stinting, prevent the occurrence 
of their Induced Dis-lacking, and transform the Spontaneous 
New Hoarding of the new population into Applied Lacking 
available for crystallization into a new increment of Circulat- 
ing Capital” (p. 56). The reviewer agrees that “by making 
additional loans of an appropriate amount at an appropriate 
pace” a new increment of circulating capital will probably 
be forthcoming. But he is uncertain, agreeing to this, what 
guide is available in actual practice for determining the “ap- 
propriate amount at an appropriate pace.” 

The essence of Robertson’s theory of business cycles (at 
least of those cycles in which there is a pronounced demand 
for circulating capital such as occurs during great expansion 
of constructional work) is, as we have said, that the actual 
crisis ‘may be correctly described as due to a ‘deficiency of 
capital’ in the sense of a deficiency of the activity Lacking” 
(p. 90). That is to say, there is a deficiency of current real 
savings relative to the volume of instruments of production 
on the market; or, in still other words, there is an overpro- 
duction of machines. But the crisis may occur, the author 
holds, before there is a downward “revaluation of the net 
advantage of acquiring instruments and a consequent decline 
in the quantity of them demanded” (p. 91). ‘Owing to the 
entanglement, in times of emergency, of the market even for 
Long Lacking with the banking-system,” he says, “‘the crisis 
may occur at a moment dictated by the general state of strain 
upon the banking-system rather than by the stage which 
has been reached in the true constructional cycle” (p. 90). 

If the reviewer understands this theory correctly, the cause 
of a constructional crisis (characteristic of the evolutionary 
capitalism of 1870-1914) is a deficiency in the current saving 
of circulating capital; and this means that there is a relative 
over-supply of new instruments of production. But this 
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over-supply of instruments may not be revealed previous to 
a crisis by a decline in the prices of such instruments; nor 
will it necessarily be revealed by a relative deficiency in stocks 
of consumers’ goods; for the deficiency is, to use Robertson’s 
words, in “the activity essential to the production and storage 
of goods, which we have described as Short Lacking” (foot- 
note, p. 80). Altho the situation may not be revealed by 
figures for stocks and production of goods, it may be reflected 
by “the general state of strain upon the banking system” 
(p. 90). The problem of the statistician, therefore, in testing 
or verifying a theory of this kind, as contrasted with a 
“monetary” theory, is difficult. The adherents of both 
theories would hold that statistical evidence of money strain 
and enforced stoppage of credit expansion previous to a 
crisis, would be in entire accord with either. Mr. Robertson 
points out that “what is deficient is not money, otherwise 
the situation could be cured, as all experience shows it can- 
not, by continued inflation” (footnote, p. 79). But may not 
the deficiency be in the money and credit at the command of 
consumers, as claimed by some money theorists? In other 
words, just as the deficiency which Mr. Robertson stresses is 
that “the rate of output of consumable goods should be so 
small as compared with that of constructional goods, as to em- 
barrass the constructional boom” (p. 93), so may not the 
deficiency of money and credit, which money theorists stress, 
be found in the relative amount of money and credit which, 
under our present banking system, flows into the hands of 
consumers as compared with producers? 

To summarize: in Banking Policy and the Price Level, Mr. 
Robertson has given us a theory of the relation between the 
expansion or contraction of money supply (through bank 
loans) and the supply of, and demand for, the activity called 
“Short Lacking” which is the source of circulating capital. 
He holds that the supply of circulating capital is often un- 
equal to the pronounced demands that frequently occur 
when business swings upward. To secure an adequate supply, 
banks must usually increase their loans and prices must rise. 
Therefore it is inconsistent to expect the “‘banking-system 
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both to ensure that appropriate additions are made to the 
quantity of Circulating Capital and to preserve absolute 
stability in the price level.””’ The argument which the author 
makes in support of this position is, to adopt his own char- 
acterization, “highly abstract and theoretical,’ and it is, as 
he says also, so condensed that it makes a “difficult” book. 
Indeed, the argument is so abstract, and so little verified by 
concrete evidence, that the conclusions need much additional 
support before they can be accepted as a basis for a banking 
policy. Even accepting the general conclusions as a basis 
for this purpose, one would still need definite guides for put- 
ting the policy into effect. Finally, not only is the style diffi- 
cult to follow, but at a number of points one is left uncertain 
of the meaning. Thus, the word “seems” is used frequently 
(five times, for instance, on pages 80-81) and with uncertain 
implication, so that one wonders whether the author uses it 
to indicate his modesty or doubt, or to differentiate the ap- 
parent from the real. But this much is clear: Mr. Robertson 
has ably attacked the problem of “the internal mechanics 
of a process of inflation,’ and has definitely raised the issue 
as to the theoretical possibility of maintaining an approxi- 
mately stable level of prices without at the same time caus- 
ing a deficiency in the activity essential to the production and 
storage of goods, curtailing the quantity of circulating capi- 
tal, and unwisely limiting the total output of industry. In his 
discussion and mathematical treatment of the nature of the 
levy made by new issues of money and the effect of new issues 
upon the flow of circulating capital he has raised new ques- 
tions and made a notable contribution to the theory of money, 
banking, and crises. 

Mr. Robertson’s theory appears at a time when the ques- 
tion of the relation of banking policy to the price level is 
being discussed before the Committee on Banking and Cur- 
rency of the United States House of Representatives in con- 
nection with the Strong bill. This bill proposes to amend sec- 
tion 14 (d) of the Federal Reserve act to read as follows: 

“(d) To establish from time to time, subject to review and 
determination of the Federal Reserve Board, a minimum 
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rate of discount to be charged by such bank for each class 
of paper, which shall be made with a view to accommodating 
commerce and promoting a stable price level for commodities 
in general. All of the powers of the federal reserve system 
shall be used for promoting stability in the price level.” 

With respect to this specific proposal, the reviewer suggests: 
first, that sufficient emphasis has not been placed by the pro- 
ponents of stabilization upon the fact that short-time fluctua- 
tions in commodity prices, and not long-time trends, may be 
amenable to credit control; second, that the first impact of 
changes in credit policy is upon the securities rather than the 
commodity markets; third, that the experience of the federal 
reserve system with credit control during the last three years 
of unprecedented gold imports does not warrant us in as- 
suming that such control will be as effective when gold re- 
serves are less abundant; fourth, that the rationing of credit 
between industries in which those making consumers’ goods 
are favored, as proposed by Mr. Robertson, does not appear 
to be a practicable banking policy for the United States; and 
fifth, that banking measures directed toward checking or 
mitigating a rise in prices are undoubtedly more effective 
than those directed toward checking a fall. 

Finally, with reference to the general question of banking 
policy and the price level, the reviewer concludes by quoting, 
with hearty approval, Mr. Robertson’s view, stated in the 
first paragraphs of his book, that a “nearer approach to 
stability of general prices . . . is possible and desirable; but 
I suspect that we shall be compelled to dig more deeply 
still in our search for the causes and the cures (or rather, the 
practical palliatives) of industrial fluctuation; . . . that for 
a long while to come credit control may prove a more difficult 
matter than some of its more ardent advocates would lead 
one to suppose, and that it may have to be envisaged ulti- 
mately, not as an independent panacea but as one ingredient 
in a much more arduous and comprehensive programme of 
Stabilization.” 

WaRREN M. Prrsons. 
HarvarD UNIVERSITY. 
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DOUGLAS’S WAGES AND THE FAMILY 


Tue movement for the establishment of family allowances 
has had an extraordinarily rapid growth. Ten years ago, the 
practice of differentiating wages according to family needs 
was almost unknown. At present, millions of employees in 
France, Belgium, Holland, and Germany are working under 
some form of the family allowance system. In Australia and 
England the advocates of the introduction of the system are 
numerous, and their writings bulk large in current economic 
discussion. Professor Paul H. Douglas’s substantial volume 
on Wages and the Family, is, however, the first attempt to 
present the argument for the establishment of family allow- 
ances in the United States.' The book contains interesting 
and valuable descriptions of the working of the systems now 
in operation on the Continent, but its chief interest to econo- 
mists lies not so much in the descriptive portions as in the 
plan proposed and the arguments used in support. 

In a review of the work of any advocate of family allow- 
ances, it is necessary at the outset to place the writer accord- 
ing to the objectives which he hopes to attain. For, while 
there is substantial uniformity in many of the arguments pre- 
sented, different advocates hope through the adoption of the 
system to secure quite different results. Thus the English 
feminists, led by Miss Rathbone, see in the introduction of 
family allowances, as an important auxiliary advantage, the 
prospect of a material improvement in the position of wo- 
men, both as wives and as employees. Professor Douglas is 
willing to have the allowances paid to mothers, and he thinks 
that the adoption of the system would tend to bring about 
“equal pay for equal work.’”’? But these betterments of 
existing conditions do not figure largely in his discussion, and 
some of the details of his plan are inconsistent with the pure 
doctrine of feminism. 


1. Paul H. Douglas, Wages and the Family, Chicago, 1925. 
2. Pp. 234, 273-274. 
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Nor is Professor Douglas of that faction which sees as an 
important and desirable result of the allowances an increase 
in the birth-rate. The French and Australian writers lay 
much stress on this result. Mr. Piddington, the foremost of 
the Australian advocates of family allowances, for example, 
counts an increase in the birth-rate as one of the large “deriv- 
ate benefits” to be expected from family allowances. He 
says: “We may be sure that reasoning from the past into 
the future, when every child has an adequate living ready for 
it, many thousands would welcome children who now avoid 
them. ... Recent high debates in Europe sound a stern 
warning note for Australia. A forcing of the door we have 
locked against the millions of the near north is at any time 
and in any circumstances unlikely, because of the Empire’s 
support and America’s sympathy. But if we do not populate 
Australia, we may have to resist the moral pressure of Euro- 
pean public opinion, which misconceives the policy of White 
Australia as a policy purely selfish and parochial.” * 

As we shall see later, Professor Douglas is willing to take 
a chance on an increase in the birth-rate in order to get family 
allowances established, but he does not regard an increase in 
numbers as one of the advantages of the introduction of the 
system. 

In general, then, it may be said that Professor Douglas’s 
argument is based more completely on considerations rela- 
tive to the better distribution of the national income than the 
arguments of most of the other leading advocates of the 
system. This point of view is signalized by the joining to- 
gether in his plan of a general minimum wage and family 
allowances. The English advocates do not propose a general 
minimum wage, nor do any of the systems in actual practice 
on the Continent provide for a minimum wage.‘ But the 
general minimum wage and family allowances are logically 


3. A. B. Piddington, The Next Step: A Family Basic Income, pp. 55- 


57. 

4. The most detailed available account of the working of the exist- 
ing systems on the Continent is to be found in H. H. R. Vibart, Family 
Allowances in Practice, London, 1926. 
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related, since both are devices intended to effect a redistribu- 
tion of the national income in such a way as to secure a larger 
total sum of satisfactions than accrue under the present 
economic system. 

There is, moreover, an intimate historical connection. 
When the agitation for the general minimum wage began, 
some thirty years ago, the facts as to the amount of the 
national income were unknown. It was believed that the 
establishment of a general minimum wage sufficient to sup- 
port a family of five was practicable. From 1910 to the 
present time calculations of the amount of the national in- 
come have acquired a precision which makes it necessary 
that they shall be taken into account in schemes of social 
reconstruction. The work of King, Bowley, Stamp, and 
Knibbs had become by 1920 a part of the working knowledge 
of every economist, and had begun to percolate into the pub- 
lic mind. The confrontation of the theory of the general 
minimum wage with the new facts as to national income fur- 
nished one of the few dramatic moments in the history of 
economic science. In 1920 a Royal Commission on the Basic 
Wage in Australia reported that the cost of living according 
to “reasonable standards of comfort” was £5 16s. per week. 
Mr. Knibbs, the Commonwealth Statistician, on being asked 
to give an opinion in the matter, reported that the ‘“‘ whole 
produced wealth of the country . . . would not, if divided 
equally amongst employees, yield the necessary amount.” 
The Chairman of the Commission, Mr. Piddington, then 
suggested that, if the minimum wage were fixed on the basis 
of the cost of living of a man and wife, and allowances were 
paid for children, a reasonable standard of living might be 
established for all within the limits of the national income. 
Down to this episode, the minimum wage movement had 
counted on securing the income necessary to raise the basic 
wage to a reasonable standard by taking something from the 
capitalist-employer, and something from the consumer — not 
to mention the gains which were to come from the increased 
efficiency of the lower-paid workers. Since 1920 the accepted 
theory of the advocates of the general minimum wage in 
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Australia has been that the funds necessary to pay the allow- 
ances must come from the wages of single men. The attacked 
party in distribution no longer consists of employers and con- 
sumers, but of single men with “phantom” wives and “‘ phan- 
tom” children, that is, single men who receive a wage suffi- 
cient to support a wife and children, but spend it on other 
forms of satisfaction. The change in distribution contem- 
plated is no longer vertical, but horizontal. 

Professor Douglas’s argument follows the Australian pat- 
tern. He demonstrates for the United States: (1) that indus- 
try is not able to pay all employees sufficient to support a 
family of five;® (2) that relatively few have families of five 
to support; * and concludes (3) that a redivision on the basis 
of family need of the sum now paid as wages is desirable.’ 
The essential features of the plan which Professor Douglas 
proposes are as follows: (1) a general minimum wage, equal 
for men and women, of $800 per year; (2) an allowance of 
$240 for a wife; (3) an allowance of $200 for each child; 
(4) an allowance of $400 for each dependent over 65 years of 
age; (5) a decrease in the amounts of the allowances with 
increasing wages. The allowances are to be paid only for 
the dependents of wage-earners, and the necessary funds 
are to be secured by an assessment on employers according 
to the number of employees. 

In discussing this large plan attention will here be confined 
to the most important economic effects to be apprehended. 
These group themselves into four divisions: (1) the effect on 
the birth-rate; (2) the effect on the efficiency of labor; (3) 
the effect on the employment of the lower-grade employees; 
and (4) the derangement of the economic system likely to 
result. 

(1) Professor Douglas’ discussion of the effect of the system 
of family allowance on the birth-rate consists chiefly in pre- 
senting those considerations which minimize the probability 
of an increase of the birth-rate. Taken in the order of presen- 
tation, they are as follows. (a) The economic check is not 


6. Chapter III. 7. Chapter IV. 





5. Chapter IT. 














REVIEWS 703 


the only force making for smaller families. (6) The high 
birth-rate of the submerged poor is probably in part due to 
the very lack of the basic necessities of life. Once furnished 
these, they would want more, and the incentive to limit the 
number of children would be stronger. (c) The major part of 
the present damage is done by the rapid multiplication of the 
feeble-minded. Sterilization is the proper remedy. (d) The 
evidence that unskilled laborers are lower in intelligence than 
skilled laborers and the professional classes is inconclusive. 
(e) Any danger could be largely obviated by providing a maxi- 
mum number of children for whom allowances would be paid. 
(f) If allowances are paid for children of the upper classes, 
the result would be a “release of births in multitudes of such 
families.” 

The greater part of these considerations, being merely as- 
sertions that we do not know as much as we should like about 
the factors governing the birth-rate, are not open to discus- 
sion, but a word may be said as to the reasoning involved in 
(b) and (f). It is argued in (6) that family allowances will 
decrease the births among the poorer classes, and in (f) that 
the same system will increase births among the richer classes. 
The expectation that a system of family allowances will lower 
the birth-rate of the poor is presumably based on the observed 
fact that the birth-rate is lower among the richer classes. Un- 
doubtedly this fact gives some ground for the assumption 
that, if the poor became better off by ordinary economic pro- 
cesses, their birth-rate would decrease. But this is quite 
different from saying that if the poor are made better off by 
subsidies for children, there will be fewer children. In the 
absence of allowances, the family is economically worse off 
by the birth of a child. Where there are allowances, the 
family is as well off after the birth of the child as before — 
indeed, better in the case of very poor families. If the prospect 
of being worse off does not furnish a motive, it is difficult to see 
how the prospect of being just as well off, or better off, can. 

(2) It is generally assumed that the married man with 
children works somewhat harder than the single man.® If 


8. The advocates of family allowances, including Professor Douglas, 
make much of the fact that bachelors lose a good deal of time from work. 
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this be true, any scheme which subsidizes him would appear 
likely to lessen incentive. But the plan now under discus- 
sion would work peculiarly against efficiency. Impelled by 
his desire to get all the funds for allowances out of wages, 
Professor Douglas proposes, not only that efficiency or dif- 
ferential wages shall not be reflected in increased allowances, 
but that, when the wages of a workman reach $1000 per year, 
his allowances shall begin to decrease. Thereafter, for every 
$200 his wages are increased, his allowances are to be reduced 
ten per cent. A concrete case given by Professor Douglas 
will illustrate the point: “If the allowance for a wife is $250 
a year and for each child $200, then the family of a married 
man with three children would receive $850 in allowances. 
A $200 increase in salary would entail a reduction of only $85 
from the allowances and would leave a net gain of $115.” ® 
Professor Douglas does not think such a plan of remuneration 
would lessen efficiency: “This might be sufficient to dis- 
courage a single man with only himself to work for, but it 
would be far less likely to deter a father who was trying to 
earn enough to support his family. Such a man, if he loves 
his family, has really multiplied his own wants and will work 
hard to gratify those of his wife and children. The possibility 
of a net increase of $115 in his income or even only one of $55 
(out of the $200) will therefore still stimulate him beyond the 
comprehension of an unmarried man.” ! 

(3) One of the most strongly urged objections to general 
minimum wage laws, particularly to those which set the 
minimum wage high, has been that persons who fall low in 
earning power will not be able to secure employment. Pro- 
fessor Douglas’s combination of the minimum wage and the 
family allowance tremendously increases this danger. Not 
only is the minimum wage to be set at the “subsistence-plus 
standard,” but the employer is to pay into the allowance 
fund an equal sum for every employee. Nor is this assess- 
ment to be small. From Professor Douglas’s figures it ap- 
pears that the assessment would be about $300 per year per 


9. P. 221. 1. P. 222. 
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employee.? This would mean that for every employee the 
employer must pay in wages and assessment at least $1100 
per year. The higher the grade of the employee, the less, 
proportionately, he would cost in the form of assessment. 
Under these conditions, the less efficient employees would be 
placed under terrific competition from the better workmen 
and from machinery. 

(4) Finally, Professor Douglas has little or nothing to say 
about the economic effects which would accompany the in- 
troduction of the system. His view as to the ultimate in- 
cidence of the allowances is as follows: “In the first place, 
an increase in the total amount of money going to the work- 
ers would undoubtedly result if the government were to add 
allowances for children to the existing wage. Moreover, this 
would also be the case, altho to a much lesser degree, where 
individuals or small groups of employers introduced the 
system, since these men would not be able to deflate the 
wages of their single employees appreciably. It is not at all 
clear that this would be the case were industry generally to 
adopt the system. The deflation of the wage of the single 
men might well furnish sufficient funds with which to pay 
the additional allowances for the children of the married and 
still allow a sufficient differential for skill.” | No one doubts 
that wages would be “deflated,” but it would be interesting 
to have the author’s opinion as to what we should have to go 
through during the process and what would be the final ex- 
tent of the “deflation.” It is obvious that here, as at several 
preceding points, the combination of the minimum wage with 
family allowances would greatly increase the difficulties. 
How much in wages, for example, would a workman now 
receiving $1000 get after the deflation was complete? 

All this is not to say that there may not be temporary con- 
ditions in which a system of family allowances would be 
economically expedient. The systems which have grown up 
in France and Germany, involving very moderate payments 

2. The amount of the probable assessment required is not stated by 


Professor Douglas. The estimate of $300 is based on the tables given 
by him on pp. 247 and 249. 
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for allowances, are probably sound devices to tide the wage- 
earners over a difficult period. The inhabitants of a belea- 
guered city will do well to divide their bread in proportion 
to the number of mouths. The recommendation of the Eng- 
lish Coal Commission for the introduction of the system of 
family allowances in the hard-pressed English coal industry 
has much to commend it. A great advantage in that particu- 
lar case would be the very strong incentive offered to the 
unmarried men to leave the industry — where they are not 
needed. But exceptional and temporary situations are not a 
guide to the ordinary conditions of economic life. 

Professor Douglas, in common with other advocates of 
the system, makes much of the fact that family needs are now 
considered in many ways. The income-tax exemptions, the 
grading of benefits under workmen’s. compensation acts, the 
graduation of unemployment benefits in various European 
countries, the payment of soldiers’ dependents during the 
war, are only a few of the many modifications in favor of the 
family. But these are not precedents for a system such as 
Professor Douglas proposes — they are so temporary in their 
nature, or of such slight importance, or so fortuitous in occur- 
rence, that they can hardly affect motivation. Within these 
limits most of us would agree that the fitting of income to 
needs is desirable. 

In conclusion it may be pointed out that a large part of 
what is desired by those advocates of family allowances who 
wish chiefly to adjust income to need might be attained by 
a very simple device, which, so far as I am aware, has not 
been suggested by any of them. It has been shown by Rown- 
tree for England — and the same is probably true elsewhere 
— that the times of greatest economic hardship for the lower- 
paid workmen are between the ages of thirty and forty, when 
the number of dependent children is greatest, and again in old 
age. It is not necessary to agree with all that is said by the 
advocates of family allowances as to the waste of money and 
the bad working habits of the unmarried male, to assent to 
the proposition that expenditure is not distributed very well 
over the whole working life and old age. Would it not be 
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practicable, then, in countries with highly developed systems 
of social insurance, to concentrate the worker’s part of the in- 
surance payments on the early years of working life? Since 
these payments in the aggregate are large, their concentration 
on five or six years would relieve the workers later in life from 
a considerable burden. Moreover, the powerful aid of com- 
pound interest would make it possible to pay much higher 
benefits than are now paid for the same contributions. This 
device would not aid the married couple with children at the 
expense of the unmarried, except in so far as the benefits were 
graded according to family conditions; but since the greater 
part of those unmarried at any given time either have been 
married or will be married later, the difference in result be- 
tween such a plan and a system of moderate family allowances 
would not be great — except in the cases of very large fami- 
lies. No effect on the birth-rate or on efficiency need be ap- 
prehended. No derangement of the economic system by a 
price revolution would be involved. This plan would not 
commend itself to those who see in the system of family allow- 
ances chiefly the advancement of feminism, or to those like 
Professor Douglas and Mr. Piddington who see in it the pos- 
sibility of the general minimum wage; but it would help to 
solve the problem of a better distribution of income over the 
life of the ordinary workman. 


Grorce E. Barnett. 
Tse Jouns Hopxins UNIVERSITY. 














NOTE 


IMPORT AND EXPORT PRICES IN THE UNITED 
STATES AND THE TERMS OF INTER- 
NATIONAL TRADE, 1880-1914 


Amonc the many studies in which the heterogeneous move- 
ments within the general price structure have been analyzed, 
there are relatively few that have presented indexes of the 
prices of imports or exports for any considerable period.’ 
As a rule a systematic record of such prices can be had for 
but brief periods. This is especially true for the United 
States. Only since 1920 have the indexes of prices of those 
commodities which enter into our international trade been 
currently published by the Federal Reserve Board in its 
monthly Bulletins. The thought lay near that data of this 
character ought to be obtained for some pre-war period of 
substantial duration.? The writer set about the task of com- 
puting indexes of export and import prices for the United 
States during the period 1880-1914. The complications due 
to paper money conditions until 1879, and to war distur- 
bances after 1914, explain the restriction of the inquiry to 
this period. Some results for 1915 and 1916 are also given; 


1. Such as the series for Great Britain, prepared by Mr. A. G. Silver- 
man and published in Professor Taussig’s article in The Economic 
Journal, vol. xxxv, no. 137, pp. 1-11. See also Professor Bowley’s 
article in Economic Journal for 1897, p. 274, and Mr. Keynes’s article, 
Ibid., December, 1923. 

2. At Harvard University especially Professors Taussig and Young 
felt the need of such statistical information for the purposes of their 
investigations in international trade and monetary theory. The 
writer owes the good fortune to have been able to pursue this investi- 
gation to Professors Taussig and Young. A grant from the Bureau 
of International Research of Harvard University and Radcliffe College 
made it possible to devote the summer of 1925 to the task. The Har- 
vard Committee on Economic Research made its wealth of statistical 
facilities available, and members of its staff gave generously of their time 
to the discussion of the technical difficulties which were encountered. 
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they show how extraordinary were the price disturbances 
which set in with the war, but have little bearing on the 
problems here considered. 

Tho the period was thus in some respects simple and nor- 
mal, practical and theoretical difficulties nevertheless were 
met. To begin with a minor problem: what commodities 
should enter into the select list (thirty or thereabouts) for 
which prices must be sought? Naturally the list should com- 
prise those which constituted in value a major portion of 
our exports and imports. But since 1880 finished goods have 
become cumulatively more important in our exports, agri- 
cultural commodities less so. Similarly as regards the im- 
ports: finished consumer’s goods have been largely displaced 
by crude materials used for further manufacture. The list 
of selected commodities must give adequate and proportion- 
ate representation to this changing composition of our foreign 
trade. Next, yearly data as to quantities must be available. 
Further, many of our most important exports, for example 
agricultural machinery, electrical apparatus, railway loco- 
motives, and likewise the imports of the heterogeneous lot 
of finished goods — mostly luxuries, such as laces, silk dress 
and piece goods, decorated earthenware, diamonds — which 
come in over the tariff wall have changed so radically 
in quality and design that continuous price data of any use- 
fulness were quite unattainable. And last, even if articles 
had a definite composition during the period, such revolu- 
tionary changes have often been made in the methods of pro- 
duction that no price series could have such genuine continu- 
ity as to be significant. Thus, several price series for indigo 
agreed in showing tremendous changes during the period; 
but the quotations concerned the vegetable product in the 
earlier years, and pertained to the synthetic dye in recent 
times. Moreover, the 100 per cent extract of indigo and the 
pastes of varying content are lumped together in the monthly 
summaries of the Department of Commerce. 

After much thought and experiment, the writer, starting as 
a preliminary basis with the list of commodities used by the 
Federal Reserve Board in compiling its indexes, made a list 
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of those items each of which formed over one half of one per 
cent of our total exports or imports for the years 1883, 1903, 
and 1923. From this list twenty-eight items, representing 
from forty to forty-five per cent of the exports, were selected 
for the export price index, and twenty-nine commodities, 
constituting from thirty to forty per cent of the imports, 
were chosen for the import price index. The lists are as 
follows: 


Exports 
Barley 
Beef, fresh 
Billets and bars, steel 
Boards, deals, planks 
Boots and shoes 
Copper, ingots 
Corn 
Cotton cloth, colored 
Cotton cloth, uncolored 
Cotton, raw 
Cottonseed oil 
Hams and shoulders 
Illuminating oil 
Lard 
Leather, goat and kid 
Leather, sole 
Naphthas, gasoline 
Oats 


Oil cake, cottonseed 
Petroleum, crude 
Phosphate rock, fertilizer 
Pig iron 

Rails, steel 

Rosin 

Tobacco, leaf 

Turpentine 

Wheat 

Wheat flour 


Imports 
Argols, crude 
Bananas 
Bristles, crude 
Burlap 
Cocoa 
Cocoanut oil 
Coffee 
Cotton, raw 
Hides, cattle, wet, salted 
Hides, goat 
Linen piece goods 
Lumber, Canadian pine 
Manila hemp 
Nitrate of soda 
Olive oil 
Rubber, India, crude 
Shellac 
Sisal 
Sugar, raw, cane 
Tea 
Thread, cotton 
Tin 
Tin plate 
Tobacco, leaf 
Wine, still in casks 
Wool, carpet, raw 
Wool, clothing, raw 
Wool cloths 











Woolen dress and piece goods 


Both lists are of course open to serious criticism. On each 
side the raw materials are considerably overweighted; but 
this is inevitable if one wishes to secure price series that are 
homogeneous throughout the period. Even for this limited 
number of articles, two hundred and fifty price series had to 
be spliced together in order to secure continuous figures. 
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To other articles a criticism of opposite tenor is applicable, 
namely, that certain of the items are not sufficiently uniform 
and standardized. A single rubric may comprise a variety of 
articles —for example, colored cotton cloth, linen piece 
goods, woolen dress and piece goods, and the like. It was only 
after the price series for such dubious items had been care- 
fully scrutinized and in some cases charted, and after business 
men in the trade had corroborated the substantial continuity 
and homogeneity in the doubtful cases, that the articles were 
included in the lists. 

A second practical difficulty, which again made necessary 
certain shortcomings from the standpoint of theoretical 
scientific accuracy, was that of determining the kind of 
prices to be used. .So far as exports were concerned, the 
problem was comparatively simple. It was necessary merely 
to get the prices of these articles in the wholesale markets of 
the United States whence exported. After making sure that 
the price series used applied to the quality of article which 
was ordinarily sent abroad in largest volume, and after hav- 
ing established its homogeneity by comparison of overlap- 
ping periods, we utilized the quarterly figures given in the 
Aldrich Report up to 1890, those presented for later years in 
various wholesale price bulletins of the U. 8. Bureau of Labor 
Statistics, and those of the Monthly Summaries of Foreign 
Commerce published by the Department of Commerce and 
Navigation. 

With regard to the imports, however, the problem was 
much more difficult. During the period in question the tariff 
rates had been changed several times on sundry of the items, 
and usually each change in tariff had been attended by a cer- 
tain change in price. On what theory of incidence could ac- 
curate allowance be made for the effects of the duties? By 
a fortunate chance it happened that this problem could be 
evaded. It appeared that for most of the imports the De- 
partment of Commerce had published, since July 1, 1893, 
average monthly prices in the country of origin. Could such 
price series be extended back to 1879? At first this seemed 
impossible. Further analysis of the figures given in the 
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Monthly Summaries of Foreign Commerce showed, however, 
that they had been obtained by dividing the total invoice 
value of the imports by the total quantity imported for the 
given month. Obviously, this also gave prices in the country 
of origin; and thus synthetic price series could be computed 
which would be homogeneous with those from 1893 onward. 
It is true that those series do not correspond very closely 
with market quotations either here or abroad. However, as 
will be explained later, the price index wanted was one which 
would permit of deflating given year-value indexes of exports 
or imports in such a way as to get unequivocal quantity in- 
dexes. Since the total value of imports, as given in the gov- 
ernment reports, is that in the country of origin, it is obvious 
that the arbitrary changes in prices introduced because of the 
tariff into the market quotations of the articles in the United 
States, would work havoc witb the reliability of quantity 
indexes which in any way involved the prices of imports in 
our markets. Furthermore, to get direct price quotations for 
any significant portion of the imports in the markets of the 
countries whence exported was impossible, especially for the 
period prior to 1900. And, finally, the use of synthetic aver- 
age prices simplified the problem of weighting. 

Among the theoretical difficulties involved in the problem, 
one of the most interesting and troublesome was that of the 
proper kind of index number. In computing the gross barter 
terms of trade * a quantity index of exports or imports is ar- 
rived at by dividing the value index concerned by the appro- 
priate price index. If such an analysis of the barter terms of 
trade is to have any accuracy whatever, an unequivocal 
quantity index is necessary. The price index used must also 
be unequivocal — must reflect price changes only. A simple 
aggregative, with weights changing once in five or ten years, 
would obviously not be satisfactory. Some formula on the 
principle of Professor Fisher’s ideal was required. It was the 
Marshall-Edgeworth formula which finally was used. For 

3. See the Economic Journal for March 1925, in the article by Pro- 


fessor Taussig on ‘“‘Great Britain’s Foreign Trade Terms since 1900,” 
p. 3. 
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this, however, the choice of a base year was not without its 
hazards. What year would catch the quantities of exports 
and imports at a normal tide? Not only did the quantities 
show progressive changes in the course of the period, but some 
fluctuated in amount enormously from one year to another. 
Thus wheat was exported to the extent of about 114,000,000 
bushels in 1903, 44,000,000 bushels in 1904, 4,394,000 in 1905, 
and then back to 34,973,000 bushels in 1906, 76,569,000 in 
1907, and 100,371,000 bushels in 1908. Instead of an arbi- 
trary selection of any one year, the base taken was the average 
of the quantities in the period 1903-1913, inclusive. Our 
base prices, then, are the average prices obtained by dividing 
the aggregate value by the aggregate quantity of an article 
exported or imported during the period 1903-1913. Such 
were the most serious, tho by no means all, of the difficulties 
encountered on the statistical side. 
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Cuart I. Annual price indexes, United States, 1880-1914. 
Exports. 





The results may now be stated. Chart I is largely self- 
explanatory.‘ It shows the course of import prices and of 
export prices. A general trend in the relation between the 
two seems discernible. Up to 1897 the prices of exported 


4. Charts I and III were prepared under the direction and for the 
use of Professor Taussig. 
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TABLE I 
Exports Import er 
Fiscal Quantity Indexes Quantity Indexes 
ear 

ending |Annual Annual @ /Annual Annual © 
June 30! Price Value ‘3 | Price Value s | Net Gross 

Index Index 3 3 E Index Index 3 se § 

g ° ¢ 3 & 

g 2 3 zg 2 3 
1 2 3 + 5 6 7 8 9 10 1l 12 
1879 | 97 39; 40 38 48/125 35); 28 23 31; 129 145 
1880 | 110 46; 42 40 64/137 49] 36 36 37) 124 115 
1881 {111 49; 44 40 60/127 48); 38 35 38/115 118 
1882 | 116 41; 35 39 47|123 54; 44 37 41/108 §81 
1883 | 103 45; 44 42 54/116 54; 46 38 44/108 94 
1884 | 102 40; 40 43 47/105 49} 47 33 47/104 84 
1885 | 95 40; 42 48 51); 95 43) 45 36 47/110 95 
1886 | 87 37} 438 50 51 96 47); 49 48 51/111 87 
1887 | 91 39; 438 50 56/110 651 47 42 53/121 92 
1888 | 97 38| 39 47 52/108 54] 50 46 52/112 79 
1889 | 92 41 44 46 54/116 55/| 48 46 56/126 92 
1890 7 47) 49 57 63/118 58] 50 50 60/122 98 
1891; 89 48] 55 53 64/113 63) 55 50 63/127 99 
1892; 80 56| 71 64 78/108 61 57 56 66/136 125 
1893 | 82 46| 56 55 62/113 64); 57 58 68/138 100 
1894; 71 48] 68 64 73; 97 49; 50 44 57/1386 136 
1895 | 69 44/| 64 61 78/} 85 54) 64 61 70); 123 100 
1896 | 73 48] 66 74 69| 89 56/] 64 61 71/121 104 
1897} 69 57] 83 91 89/] 84 55] 66 59 75) 125 127 
1898 | 68 67] 99 91110} 79 44) 56 60 64/118 178 
1899 | 73 67| 92 93107) 87 52; 60 60 68/119 154 
1900 | 86 76; 88 99 101 94 63| 67 75 77{|109 132 
1901} 85 81] 96 94112|} 86 61] 71 66 74/101 135 
1902} 86 75| 87 92 96| 84 67] 80 79 84); 97 109 
1903 | 95 77] 82 90 95| 88 76] 86 89 88] 93 95 
1904/} 101 80| 79 82 84] 93 73] 79 86 84; 92 100 
1905} 89 83] 93 97 99/101 83/] 82 87 93/114 104 





























NOTE 


Notes to Table I. 


Column 1. Computed by taking the arithmetic average of the 
quarterly priceindexes. The Marshall-Edgeworth formula was used, i. e. 
Zp (qo + 9) 

Zpo(qo + %) 
Column 2. Ratio of total value of exports of domestic merchandise in 
a given year to the average in the period 1903-13. 
Column 3. Column 2 divided by Column 1. 


Column 4, Average of middle three of four relatives of quantities in 
the given year to the average quantity in the period 1903-13. 


Column 5. Simple aggregative, where the base period was likewise 
1903-13. The formula used was 
Zpon 
ZPoGo 


Column 6. Computed in similar fashion and with the same formula 
as Column 1. 





Column 7. Similar to Column 2. 

Column 8. Column 7 divided by Column 6. 
Column 9. Similar to Column 4. 

Column 10. Similar to Column 5. 


Column 11. Computed by Professor Bowley’s method. Strictly 
speaking, it is the ratio of the reciprocal of the export price index to the 
reciprocal of the import price index, which if one compares equivalent 
money values of exports and imports will yield a ratio of net quantities. 
As actually computed, it is of course the ratio of the import price index 
to the export price index, expressed as a per cent. 


Column 12. Computed by the method of Professor Taussig, Column 


Vex 
3 divided by Column 8. The formula for Column 3 is _ 
is the value index of the exports and Pexp is the price index of the ex- 
ports. The formula for Column 8 is tae - Therefore the gross barter 





where Vexp 








times the net barter terms. 


terms of trade really amount to 


e 
Vimp 
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goods fell more than those of the imports; while beginning 
in 1902 the relationship of the price indexes is reversed. 

The question suggested itself in the course of the investiga- 
tion whether a qualification regarding the significance of 
these price relations must not be made, in view of the domi- 
nant influence of certain articles comprised in the two series. 
One single article is of commanding importance in the export 
price figures, namely, cotton. During roughly three fourths 
of the time, the annual indexes of the prices of exports fluctu- 
ate in the same direction as the annual price of cotton. And 
similarly the direction of the change of the prices of imports 
is dominated by two articles — coffee and sugar. It might 
be inferred that the change in relationships of the two curves 
may mean merely the advent of modern lower-cost methods 
in the production of sugar and coffee around 1890. 

On further analysis, however, it appears that this explana- 
tion (the dominance of particular articles of import and ex- 
port) is not tenable. As a check upon the accuracy of the 
deflated quantity index, two direct quantity indexes into 
which the price element did not enter were computed.* These 
are given in columns 4 and 5, and 9 and 10, of the table. 
Chart IT shows the results, given separately for exports on the 
upper half of the chart, for imports on the lower half. Tho 
at times considerable differences appear between the three 
indexes, the agreement between them remains substantial. 
All three show the same kind of change in the physical volume 
of trade for most of the years in the period. And the signifi- 
cant point is that, altho the second and third of the indexes 
would of course be expected generally to move in the same 
direction, these direct quantity indexes show no greater 
agreement with each other than each does with the deflated 
quantity index. All three indexes are related to the same base 
period, 1903-1913. 


5. Compare with the figures given in the Table, cols. 3, 4, 5, 8, 9, 10. 
There also the formulae and methods of computation are explained. 

6. These direct indexes were also desired by Professor Young for 
other purposes. 
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Cuart II. Annual quantity indexes of exports (upper half of the 
chart) ana imports (lower half), United States, 1880-1914. 
Deflation. 
Median. 
Aggregative. 
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Chart III shows the movement of the net and gross barter 
terms of trade. The two curves, while showing the same 
general trend, reveal interesting discrepancies. These can 
very easily be accounted for, however, if one turns to the 
table, columns 2 and 7. The ratio of the figures there given— 
of the value index of exports to the value index of imports— 
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Cuart III. Barter terms of trade, United States, 1880-1914. 
Net. 
Gross. 


is the factor by which the index of the net barter terms 
needs to be multiplied if one is to obtain the index of gross 
barter terms. Thus for the years prior to 1900, when the excess 
of exports varied so considerably from year to year, the corre- 
sponding and resultant divergences of the curve showing the 
gross barter terms from that of the net are such as might 
have been expected. The rough identity in the movement 
of the two curves for the base period 1903-1913 (there would 
have been an exact identity if a single base year had been 
selected) is of course inevitable. Both curves agree in show- 
ing more unfavorable terms of trade prior to 1900. 
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This is an unexpected result. On general principles, we 
might look for terms of trade more favorable before 1900, 
more unfavorable after that date. It was subsequent to this 
year that the United States had occasion to make heavy re- 
mittances (heavy additional remittances) to foreign countries, 
on account of the increase of various debit items — tourist 
expenditures, immigrants’ remittances, ocean freight, interest 
on investments by foreigners within the country. The re- 
mittances for these charges were effected by means of a cor- 
responding excess of merchandise exports. On the reasoning 
of the general theory of international trade, the need of 
making the remittances, and the consequent pressing of ex- 
ports into foreign markets, might be expected to cause the 
barter terms of trade, both gross and net, to become less 
favorable than before. In fact, they seem to have become 
more favorable, certainly not less so. 

It is not within the scope of the present paper to consider 
the explanations that may be offered concerning this apparent 
anomaly. The purpose here is mainly to present the facts 
as they are ascertained by a statistical inquiry. A word may 
be said, however, on the distinction between the net and the 
gross barter terms of trade, and its significance for the period 
as a whole. 

Whether the net or the gross barter terms of trade are 
thought the more significant, depends on what of significance 
one thinks is added to the general analysis of international 
trade when one ascertains the gross terms by multiplying 


Vaan e . . 
theget terms by the ratio 7 The reasoning underlying 
imp, ‘ 


the net barter terms of trade compares equivalent money 
values of commodity exports and imports, while that upon 
which the gross barter terms is based turns to the total 
money payments for all the merchandise items entering into 
the international transactions. Both methods of analysis de- 
pend to some degree on the truth of the assumption that 
changes in the amounts of goods sent represent changes in 
sacrifice — that is, in the quantities of labor (and capital) 
given to the production of imports and exports. The changes 
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are supposed not to be the results of mere variations in sea- 
sonal conditions, or of causes which lessen the quantities of 
labor and capital used in production, such as the irregular 
advance of the arts or the development of new sources of 
supply. Further, the second method takes it for granted 
that in any one year there is a substantial balance of all the 
international payments — “invisible” as well as “visible” 
items being allowed for; the account for each year is sup- 
posed to be closed separately. 

Bearing in mind these distinctions, we may note the fol- 
lowing conclusions, or at least hints, indicated by the present 
inquiry. Those who are skeptical of the significance of the 
net barter terms of trade, remembering that the export price 
index is largely swayed by changes in the prices of cotton, 
and that the import price index mirrors with similar suspicious 
fidelity the changes in the prices of coffee and sugar, will be 
inclined to think that the maximum height of the curve of 
the net barter terms of trade in 1892-1893 indicates merely 
that at no other time was the value of cotton less in terms of 
sugar and coffee than in those years. On the other hand, 
those who are skeptical of the significance of the gross barter 
terms will point to the fact that this enlargement of the con- 
ception of “the terms of trade”’ not only fails to produce a 
more significant curve, but complicates and obscures the in- 
terpretation of the results which are plainly indicated by the 
curve of net barter terms. They will be inclined to hold that 
the maximum height of the curve of gross barter terms toward 
the end of the eighteen-nineties shows merely that at no 
other time in the period considered did the United States 
meet more of her obligations to other nations from the pro- 
ceeds of the sale of her material goods than in those years. 


T. J. Kreps. 
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FOR the student of economics the present volume av. 
is the best introduction that he can find anywhere ” 
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any other book in the English language it answers 4 
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the particular questions about ancient and mediae- ny 
val history that are most important for the student _|} opment 
of the economic problems of the present day. | 
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This volume forms the first part of a general economic = 
history of Europe. A second volume, which will bring the | | KS 
account down to the present day, is now being prepared by | f | 
Professor Knight, Professor Harry Elmer Barnes of Smith | Is the 
College, and Professor Felix Flugel of the University of Cali- | j} Is the 
fornia. The present chapters, however, written by Professor | | ition 
Knight, and covering as they do the whole long period down to | |f chemistr 
the time when revolutionary economic changes began to mold 
the western world into its present form, have their own sepa- gnithetic 
rate unity and are therefore published as a separate volume. | #f Js the 
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The author has attempted to picture Chinese life against a European background. The 
contrast of what have appeared to him to be the salient features of Occidental and 
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are correct with regard to the Chinese problem. It is hoped that this contrast will have 
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into a study group, engaged the help of experts, and finally came together for a con- 
ference. The fruits of this study and discussion have been brought together in a handy 
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THE INTERNATIONAL OPIUM CONFER- 
ENCES AT GENEVA 
Statements of the Chinese Delegation. 


172 pages. 12 mo. $1.50. 


In this volume, Dr. Sao-Ke Alfred Sze who was the head of the Chinese Delegation to 
the two Conferences, has gathered together all the formal statements made by the 
Delegations and thus presents in complete, definite and authentic form the views of the 
Chinese Government with regard to the international problem of regulating the traffic 
in narcotic habit-forming drugs and controlling the production of the raw materials from 
which these drugs are manufactured. The statements included in the volume are 
grouped under appropriate topical heads, and thus enable the reader to obtain an easy 
comprehension of the character and scope of the general problem. Students of this 
problem will undoubtedly find it a great convenience to have the views and arguments 
of the Chinese Government thus authentically and comprehensively presented in a single 


and compact volume. 
ADDRESSES 


By His Excellency Sao-Kze Aurrep Szz, LL.D., 
Chinese Minister to the United States. 


142 pages. 12 mo. $1.25. 


This volume contains five addresses delivered to various audiences by Dr. Sze during 
the winter of 1925-1926. Dealing, as they do,in a frank and fundamental manner 
with the present political situation of China, and with the international problems aris- 
ing out of that situation, these addresses cannot but be of great value to all persons 
interested in Far Eastern politics. The titles given to the addresses will indicate their 
scope and some of the topics dealt with: I. The Problem of China; II. The Causes of 
China’s Discontent: How They May Be Removed; III. International Aspects of the 
Chinese Situation; IV. Extraterritoriality in China; V. China’s Unequal Treaties. 








THE JOHNS HOPKINS PRESS 
BALTIMORE, MARYLAND 


















[The 
Bracket 


w 
, i.e elie i-et oeet 


(2a. E 
(2b. E 
Be. H 

Ea 
a & 
5a. H 
5b. H 
6 6Uhi 
(7. T 
(8. H 
*. ¢C 
10a. A 
10. A 
i. 
- TF 
3. A 
(4. T 
b. H 
16. H 
l7a. T 
(17%. T' 
18. H 
Ee FY 
1 
30a. C 
30d. Ci 
3. TI 
7. H 
9% TI 








> ————— 


— — 
a . 


& gs opr 











(2a. 
[2b. 
be 
a. 
5b 
6. 
[?. 
(8. 
9. 
10a 
105 


ll, 


. The History of t: 
. The History of the West. Half-course. Asst. Professor MERK.] 





HARVARD UNIVERSITY 


COURSES IN HISTORY, GOVERNMENT, AND ECONOMICS FOR 1926-27 


[The following are full courses running through the year, unless otherwise stated. 
Brackets indicate that the course is omitted in 1926-27. Courses omitted in one year 
are usually given in the following year. ] 


HISTORY 
Primarily for Undergraduates 


European History from the Fall of the Roman Empire to the Present Time. 
Professor MERRIMAN and assistants. 


. European History from the Fall of the Roman Empire to the Reformation. 


Half-course. Mr. C. H. Taytor. 
Topics in General History. Half-course. Members of the Department.] 
American History. Mr. P. P. CHase. 
Theses for Distinction. Half-course (throughout the year). Members of the De- 
partment. 


. American History: The Formation of the Union, 1760-1840. Half-course. Asst. 


Professor MERK. 


. American History: The Development of the Nation, 1840 to the Present Time. 


Half-course. fessor SCHLESINGER and assistants. 


For Undergraduates and Graduates 


European History from the Reformation to the Age of Louis XIV. Half-course 
Asst. Professor L. R. M1uuER. ] 

European History from the Age of Louis XIV to the French Revolution. Half- 
course. Professor Lorp.1 e 


. History of the Roman Republic. Half-course. Professor een 


History of the Roman Empire. Half-course. Professor Fercuson. 
History of Greece to the Roman Conquest. Professor Fercuson. ]} 
History of Christian Thought to the Reformation. Half-course. Professor Laks. 


. History of Christian Institutions to the Reformation. Half-course. Professor 


La Prana. 
Intellectual History of Europe, 500-1500. Half-course. Professor Haskins. 
= Renaissauce and the ormation. Professor Merriman and Professor 
DGELL. 
History of France to 1461. Half-course. Professor Hasxk1ns.] 
Constitutional History of England to the Sixteenth Century. Professor McILwain 


. American History to 1760. Half-course. Professor Morison. 
. American History, 1760-1783. fessor Morison. 


History of England during the Tudor and Stuart Periods. Professor MeRRIMAN. 
and Asst. Professor WHITNEY. 

The History of England from 1688 to the Present Time. Professor ABBOTT. 
American Diplomatic History. Half-course. Mr. J. P. Baxtzr. 
The French Revolution and Napoleon I. Half-course. Professor ABBOTT.|] 
History of Russia. Professor Lorp. 
History of the Spanish Empire. Habf-course. Professor MERRIMAN. 

ie West. Half-course. Asst. Professor Mmerx. 


History of the Far East since 1793. Half-course. Dr. Hornbeck. 
The Eastern Question. Half-course. Professor Coo.ipGe.] 
History of Modern Germany. Professor Lorp.] 


. Continental Europe: 1815-1871. Half-course. Professor Lorp. 
. Continental a 1871-1914. Half-course. Professor Cooipce. 


The History of Massachusetts from 1780 to the Present Time. Half-course. Pro- 

’ fessor Morison. ] 

Hellenistic Culture. Half-course. Professor Fercuson. ] 

The History of the United States, 1865 to the Present Time. Half-course. Pro- 
fessor CHANNING. 

History of France in the Seventeenth and Eighteenth Centuries. Half-course. 
Professor Lorp. ] 


. History of Italy to the Renaissance. Half-course. Professor La Prana. 


History of Modern Italy. Half-course. Professor La Prana.] 

Social and Intellectual Histo ry of the United States. Professor ScHLESINGER. 
History of Latin America. Professor Harina. 
Introduction to Military History and Theory.] 
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History of the Caribbean Basin. Professor Harina.] 

History of Mexico. Half-course. Professor Harine. 

Political Tendencies in the South American Republics. Half-course. Profesor 
Harina. 


The Expansion of Europe. Half-course. Asst. Professor L. R. MmLuzr. 


Primarily for Graduates 
Introduction to the Sources of Mediaeval History. Half-course. Profess 


ASKINS. 
The Elements of Latin Palaeography, with reference to the use of historic 
sources. Half-course. Professor Haskins. ] 


. Selected Topics in the Historical Development of American Institutions, Hal. 


course. fessor CHANNING. 


. Selected — in the Historical Development of American Institutions. Hal. 


course. it. Professor MERK. 


. The History of Christian Life and Institutions in Europe since the Reformation, 


Half-course. Professor E. C. Moore. } 

Histo: ry of Christian Thought since the Reformation. Half-course. Professor 
E. C. Moors. 

— Bibliography and Criticism. Half-course throughout the year. Professor 

ASKINS. 

The Literature of Colonial History. Professor Morison. 

Topics in Modern European History: 1814-1870. Half-course. Professor Lon, 

Topics in Modern —e oy History: 1875-1912. Professor Coo.ipesr. 

Selected Topics from the History of the Sixteenth Century. Half-course. Pr- 
fessor MERRIMAN. 

Topics in Modern ish History. Professor ABBOTT. 

Roman Constitutional History. Professor Fercuson. 

Greek Political Institutions. Professor Fereuson. 

Byzantine History. Half-course. Asst. Professor BLAKE. 

Problems in the Intellectual History of Europe in the Eighteenth Century. 
Half-course. Dr. Brinton. 

Problems in the History of Continental Europe from 1870 to 1914. Half-cours. 
Professor CooLipGE. 

Problems in the History of Modern England. Professor ABBorr. 

Problems in the Constitutional History of the United States. Half-course. Asst. 
Professor MERK. 


. Selected Topics in the Social and Intellectual History of the United States. Halj- 


course. fessor SCHLESINGER. 
The Historical Writers of the Renaissance. Half-course. Asst. Professor War 


NEY. ] 

Manuscript Materials of American History. Half-course (throughout the year). 
Dr. W. C. Forp. 

Introduction to the Sources of the History of the Seventeenth Century. Halj- 
course. Asst. Professor MILLER. 

Advanced History of Russia. Professor Lorp.] 

Modern Historiography. Half-course. Professor ABBorrT. 

Topics in the History of the Far East since 1842. Half-course. Dr. HoRNBECK. 

Development and oo of Canon Law in the Mediaeval Church. Pr- 


fessor La Prana. 
olic Church from the Council of Trent to Modern Times. 
Half-course. Professor La Prana. ; 
History of the Eastern Churches from the Tenth Century to the Present Time. 
Half-course. Professor La Prana. 


. The End of ism and the Beginnings of Christianity. Professor LAKE. 


History of the Church in America. Half-course. Professor E. C. Moors.] 

Reform Movements in the Church during the Middle Ages. Half-course. Pro- 
fessor La Prana.] 

Early Mediaeval Institutions. Half-course. Mr. C. H. Taytor. Al 

The Expansion of Christendom and the Naturalization of Christianity in the 
Orient, more particularly during the Nineteenth Century. Half-course. Pro 
fessor E. C. Moore. 

Topics in the History of Canada: 1787-1848. Half-course. Dr. Watts 


67. " 
[History of Religions la. General Introduction to the History of Religions. Half-courst. 


Professor G. F. Moore. ] 


History of Religions 1b. The Antecedents and Beginnings of Religion. Half-courst. 


Professor G. F. Moore. 


[History of Religions 3. Germanic and Celtic Religions. Half-course. Professors Kit 


. TREDGE and F. N. Rosrnson. } 


[History of Religions 4. Judaism at the Beginning of the Christina Era. Half-courst 





Professor G. F. Moore. ] 
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Special Research. Professors G. F. Moorr, CHANNIN —s Coo.ipcs, eens, Saeees, 


15. 


21a. 
22. 
[23. 


History of Religions 5. Comparison of the 





ions and Philosophies which Present 
Themselves as are of Salvation. Half-course. Professor G. F. Moore. 


MclIiwain, Fercuson, MERRIMAN, Lorp, 


ORISON, La PIANA, 
fessor MERK, and others. 


GOVERNMENT 


Primarily for Undergraduates 


Popular Government: its History, Organization, and Practice. Professors 
uNRO and Hoicomse and assistants 


. Theses for Distinction. Half-course (throughout the year). Members of the De- 


partment. 
Current Problems of Citizenship. Half-course. Members of the Department. 


For Undergraduates and Graduates 


. Principles of Popular Government. Half-course. Professor HoLcomsBeE. 


Elements of International Law. Professor Wiison and assistant. 


. The National Government of the United States. Half-course. Professor Hor- 


€OMBE. 
Parliamentary Government. Professor YEOMANS. ] 


. State Government in the United States. Half-course. Asst. Professor Hanrorp. 
. State and Local Administration in the United States. Half-course. Asst. Professor 


HanForp. ] 


. Government of the British Empire. Half-course. Asst. Professor ELL10TT. 


Modern Colonial Government. Asst. Professor BUELL. ] 


. Party Government in the United States. Half-course. Dr. Dickinson. 
. American Constitutional Government. Half-course. Professor McIuwain. 


American Constitutional Government. Half-course. Asst. Professor ELLIoTT. 
Diplomacy. Asst. Professor BuELL.] 


. The Development of Political Institutions. Half-course. Dr. Dickinson. 

. Municipal Government. Half-course. Professor Munro and assistant. 

. Municipal Administration. Half-course. Asst. Professor HaANForp and assistant. 
. International Relations. Half-course. Asst. Professor BUELL. 


International Government. Half-course. Asst. Professor BUELL. 


Primarily for Graduates 


History of the Development and Influence of Roman Law to the Sixteenth Cen- 
tury. Half-course. Professor McIuwain.] 

History of Political Theory. Professor McILwarn. 

International Law as administered by the Courts and as observed in International 
Negotiations. Professor W1Lson. 

Modern Schools of Political Thought. Half-course. Professor HoLcoMBE. 

Contemporary Political Theory. Half-course. Asst. Professor ELL1oTT. 

Selected Cases in International Law. Professor Witson. ] 


Special Research. Professors Witson, McIuwain, Munro, Yeomans, Hoicomsn, 


2 > 


Hupson, Asst. Professors Burii and En.iorr. 


ECONOMICS 


Primarily for Undergraduates 
Principles of Economics. Professor BurBANK and assistants. 
Economic Thought and Institutions. Half-course. Asst. Professor A. E. Monroe. 
Theses for Distinction. Half-course (throughout the year). Members of the De- 
partment. 
For Undergraduates and Graduates 


. Statistics. Half-course. Asst. Professor Crum and Mr. Frickey. 
. Accounting. Half-course. Professor W. M. Coun. 


Economic History from the Industrial Revolution. Professor Gay. 
Money, Banking, and Commercial Crises. Professor Youne and Mr.{Manrcer. 


. Economics of Transportation. Half-course. Professor RiptEey. 


Economics of Corporations. Half-course. Professor Rieter. 
Public Finance. Half-course. Professor BuRBANK. 


. Trade-Unionism and Allied Problems. Half-course. Professor Rip.ey. 
. The Labor Movement in Europe. Half-course.] 





7a. Theories of Value and Distribution. Half-course. Associate Professor Wn 

7b. Programs of Social Reconstruction. Half-course. Dr. Mason. 

8. Principles of Sociology. Professor Carver and Mr. Josiyn. 

(9a. Economics of Agriculture. Half-course. Professor Carver and Associate P 
fessor Usuzr. } 

9b. International Trade and Tariff Policies. Half-course. Asst. Professor A. H. Co. 

10a. History of Commerce and Industry to 1450. Half-course. Associate Professc 


UsHER. 
106. History of Commerce and Industry, 1450-1750. Half-course. Associate P 
fessor UsHER. 
History 66. Economic Development of the Mediterranean World from Ancient Tim 
to the Crusades. Half-course. Asst. Professor BLAKE. 


Primarily for Graduates 
. Economic Theory. Professor Taussia. 
. Problems in Sociology and Social Reform. Half-course. Professor CARVER. ] 
History and Literature of Economics to the year 1848. Professor BuLLocK. 
Modern Schools of Economic Thought. Half-course. Professor Youna. 
Select Problems in the History of Commerce and Industry before 1750. 
ciate Professor UsHER. 

Topics in Modern Eonomic History. Professor Gar. 

Public Finance. Professor BuLiock. 

Economics of Agriculture. Half-course. Professor Carver. ] 

International Trade. Half-course. Professor Taussia. 

Problems of Labor. Professor Rieter. 

Regulation of Public Utilities. Half-course.] 

Commercial Crises. Half-course. Professor Persons. 

Principles of Money and Banking. Professor Youna. 

International Finance. Half-course. Associate Professor WILLIAMS. 

Statistical Theory and Analysis. Asst. Professor Crum. 

Statistics and Economic Theory. Professor Persons. 

Economic Research. Professors Taussic, Riptey, Gay, Buniock, Young 
Persons, and BuRBANK 


SOCIAL ETHICS 
Primarily for Undergraduates 
Human Relations. Professor Canor. 


speseedes ee: 


For Undergraduates and Graduates 


la. Social Problems and Social Policy: Treatment and Prevention of Poverty, De 
fectiveness, and Crime. Half-course. Associate Professor Jamms Forp. 
[1b. Social Problems and Social Policy: Labor and Industrialism, Socialism, and” 
Social Reforms. Half-course.] 
[4. Problems of Race and Immigration in America. Half-course.] 
[Philosophy 5. Philosophy of the State. Half-course. Professor Hocx1ne.] 
(7. Rural Social Development. Half-course. Associate Professor James Forp.] 
8. Study of Character in Biography. Half-course. Professor Canor. 
9. The Individual in Industry.: Personnel Management. Half-course. Mr. E. D. 


Sirs. 
10. Theses for Distinction. Half-course (throughout the year). Member of the D 
partment. 


Primarily for Graduates 


Criminology and Penology. Halj-course. Dr. Guuncx. 
be 5 joyment and other Interruptions of Working-Class Income. Half-cour 


Radical Social Theories. Half-course. Dr. Hexter.] 

The Appreciation of Personality. Half-course. Professor Cazor. 

Special Research. Professor Casort, Associate Professor James Forp, Dr. Hz 
TeR and Dr. GLUECK. 


Descriptive pamphlets relative to the above-named courses for the year 1926-2) 
with circulars — admission to Harvard College and the Graduate Schools, may 
be obtained by Sete Mines to The Secretary of the Faculty of Arts and Sciences, Uni 
sity Hall, Camb 
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HARVARD ECONOMIC STUDIES 





Volume Price 
I. The English Patents of Monopoly, by William Hyde Price, Ph.D. $2.00 

II. The Lodging-House Problem in Boston, by Albert Benedict Wolfe, Ph.D. $2.00 
III. The Stannaries: a Study of the English Tin Miner, by George Randall Lewis, 
Ph.D. $2.00 

IV. Railroad Reorganization, by Stuart Daggett, Ph.D. 8vo. $2.50 
V. Wool-Growing and the Tariff, by C. W. Wright, Ph.D. 8vo. $2.50 
VI. Public Ownership of Telephones on the Continent of Europe, by Arthur Norman 
Holcombe; Ph.D. 8vo. $2.50 


, on History of the British Post Office, by Joseph Clarence Hemmeon, yr 
vO 

. The Cotton Manufacturing Industry in the United States, by Melvin Thomas 

Copeland, Ph.D. 8vo. $2.50 

IX. The History of the Grain Trade in France, 1400-1710, by Abbott Payson Usher, 

Ph.D. $2.50 


X. Corporate Promotions and Reorganizations, by Arthur Stone Dewing, Ph.D. 
$3.00 


XI. The Anthracite Coal Combination in the United States, by Eliot Jones, Ph.D. 
$2.00 


XII. Some Aspects of the Tariff Question, by Frank William Taussig, Ph.D., Litt.D., 
LL.D. $3.50 


XIII. The Evolution of the English Corn Market from the Twelfth to the Eighteenth Cen- 
tury, by Norman S. B. Gras, Ph.D. $3.00 

XIV. The Development of the Doctrine of Adaptation as a Theory of Social Progress, by 
Lucius Moody Bristol, Ph.D. $2.50 

XV. The Financial History of Boston, by Charles Phillips Huse, Ph.D. $2.50 
XVI. Essays in the Earlier History of American Corporations, by Joseph Stanclifie 
Davis, Ph.D. 2 vols. Each, $3.00 

» XVII. The State Tax Commission, by Harley Leist Lutz, Ph.D. $3.25 
) XVIII. The Early English Customs System, by Norman 8. B. Gras, Ph.D. $4.00 
XIX. Trade and Navigation between Spain and the Indies in the Time of the Hapsburgs, 

by Clarence Henry Haring, Ph.D. $2.75 

XX. The Italian Emigration of Our Times, by Robert F. Foerster, Ph.D. $3.00 


XXI. The Mesta: A Study in Spanish Economic History, 1273-1836, by Julius Klein, 
Ph.D. $4.00 


XXII. Argentine International Trade under Inconvertible Paper Money, 1880-1900, by 
John H. Williams, Ph.D. $3.50 

XXIII. The Organization of the Boot and Shoe Industry in Massachusetts before 1875, by 
Blanche Evans Hazard, A.M. $3. 50 

XXIV. Economic Motives, by Z. C. Dickinson, Ph.D. $2.50 
XXV. Monetary Theory before Adam Smith, by Arthur E. Monroe, Ph.D. $3.00 
XXVI. Canada’s Balance of International Indebtedness, by Jacob Viner, Ph.D. $3.50 

| XXVII. The History of the U.S. Post Office to the Year 1829, by Wesley E. Rich, zm. mn 
XXVIII. The Theory of International Prices, by James W. Angell. $5.00 


IN PREPARATION 


Banking Theories in The United States before 1860, by Harry E. Miller. 
Forests and Sea Power: The Timber Problem of the Royal Navy, by Robert G. 
Albion. 


HARVARD UNIVERSITY PRESS 
30 Randall Hall, Cambridge, Mass. 





SCIENTIFIC PUBLICATIONS 


OF 


HARVARD UNIVERSITY 


Harvard Oriental Series. Under the direction of the Department of Indic Philology. 
Vols. I-X XXII have been published. Several more volumes in preparation. 

Harvard Semitic Studies. Four Volumes have been published. 

Harvard Studies in Classical Philology. Edited by the Instructors in Classics. Vols. 
I-X XXVIII have been issued. 

Studies and Notes in Philology and Literature. Under the direction of the Modern 
Language Departments. ols. I~XI have been published. 

Harvard Studies in Romance Languages. Published under the direction of the Depart- 
ment of Romance Languages. Vols. I-V have been issued. 

Harvard Business Studies. Four volumes have been published. 

Harvard Studies in Comparative Literature. Vols. I-VI have been issued. 

Aarvard Studies in Education. Eight volumes have been published. 

Harvard Historical Studies. Under the direction of the Department of History and 
Government. Vols. I-XXVIII have been published. 

The Quarterly Journal of Economics. Under the direction of the Department of 
Economics. Vois, I-XL have been published. Subscription, $5.00. 

Harvard Economic Studies. Under the direction of the Department of Economics. 
Vols. I-X XVII have been published. 

on 7 of the Bureau of Business Research. Forty-eight bulletins have been 
issued. 

Publications of the Bureau for Research in Municipal Government. Two volumes 
have been issued. 

Harvard Studies in Jurisprudence. Published under the direction of the Faculty 
of Law. Three volumes have been published. 

The Harvard Law Review. Edited by a board of students of the Harvard Law School. 
Published et Austin Hall. Vols. I-XX XVII have been issued. 

Harvard Psychological Studies. Edited by the Harvard Psychological Laboratory. 
Vols. 1-FV issued. 

Publications of the Astronomical Observatory. More than seventy-five large quarto 
volumes of Annals have been published. 

Publications of the Museum of Comparative Zotlogy. Bulletins, fifty-six volumes; 
Memoirs, forty volumes, — have been published. 

Publications of the Peabody Museum of American Archaeology and Ethnology. 
Annual Reports, forty-eight numbers; Archaeological and Ethnological Papers, 
eighteen numbers; Memoirs, sixteen numbers published. 

The Harvard Theological Review. Edited by a Committee of the Faculty of the 
Harvard Divinity School. Vols. I~XIX have been published. Subscription, $3.00. 

Harvard Theological Studies. Published under the direction of the Faculty of Divinity. 
Twelve volumes have been issued 

Bulletin of the Bussey Institution. Vols. I and II have been issued. Address the Busspy 
INstiTUTION, Jamaica Plain, Mass. 

Harvard Business Review. Issued quarterly by the Graduate School of Business Ad- 
ministration. Published through the A. W. Shaw Company, Chicago, Illinois. 

The Review of Economic Statistics. Under the direction of the Harvard University 


Committee on Economic Research. Vols. I-VI have been published. Subserip- 
tion, $6.00. 


UNLESS A SPECIAL PUBLISHER IS NAMED 
ORDERS SHOULD BE SENT TO THE 
HARVARD UNIVERSITY PRESS 
RANDALL Haiti, Campripae, Mass. 





